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OTHER PUBLICATIONS OF THE ASSOCIATION 


1957—Uniform System of Accounts for Water Utilities 
Class A & B—128 pages 


Accounts for utilities having annual water operating revenues of $250,000 or more .. $4.50 


Class C—100 pages 
Accounts for utilities having annual water operating revenues of $50,000 or more but 


TESS SU) 5220), 0) ORS ogee gear elo lg ea ee eed er ern err eer era 3.50 
Class D—64 pages 
Accounts for utilities having annual water operating revenues of less than $50,000 .. 2.00 
1958—Uniform System of Accounts for Electric Utilities 
Class A & B—169 pages 
Accounts for utilities having annual electric operating revenues of $1,000,000 or more 4.50 
Class C—125 pages 
Accounts for utilities having annual electric operating revenues of $150,000 or more 
Sie RNS METROID N NID node os erase aw ww hiow whee eR pa Seda au wcaeaeleoless 3.50 
Class D—59 pages 
Accounts for utilities having annual electric operating revenues of less than $150,000 2.00 
1958—Uniform System of Accounts for Gas Utilities 
Class A & B—212 pages 
Accounts for utilities having annual gas operating revenues of $1,000,000 or more .. 4.50 
Class C—130 pages 
Accounts for utilities having annual gas operating revenues of $150,000 or more but 
Lips NR MBMNEMI NID hoe e nr eo crt ols sis nish Gina auaWaeG aes akon ees eesean 3.50 
Class D—60 pages 
Accounts for utilities having annual gas operating revenues of less than $150,000 .. 2.00 
1958—Regulations Governing the Preservation of Records of Electric, 
ae I I INIIUIONS soe sooo spec eos eres Gaisian wd Mas Kihisls Seles 1.00 
1957—Telephone Separations Manual (Revised October, 1957) ..................... 2.00 
Depreciation: 
1943-1944 Reports of the Committee on Depreciation. A comprehensive and complete 
analysis of the problems of depreciation on public utility regulation ........... 4.50 
1946—Methods of Pricing Retirements from Group Property Accounts ................ 1.25 
1948—Half Cycle Methods of Estimating Service Life ............... 0c. cece eee eee eeee 1.00 
1948—Letter Symbols for Mathematics of Depreciation ........ 0 .......... cece eeeeee 1.00 
1960—Report of Committee on Depreciation ................. cece ee ee eee eee eeeee 50 
(When remittance accompanies order, we pay forwarding charges) 
NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 
P, O. Box 684 Washington 4, D. C. 

















PUBLIC UTILITIES FORTNIGHT!.Y—WUL 











the appropriate power 
for your expanding program 


Pioneer Service & Engineering Co. 


231 SOUTH LA SALLE STREET + CHICAGO 4, ILLINOIS 








with, the 


wr all the critical things happening 
this summer, one might be tempted 
to overlook the hectic merger scramble 
that has been going on among the eastern 
railroads and some of the airlines. It is no 
longer a secret that the augmenting of 
some of the present duplicate and com- 
petitive operations may well be the price 
of survival for some of these lines over 
the long run. 


Ir would be unfair to call the competi- 
tion wasteful, because essentially the prob- 
lem stems from unregulated competition 
from private transportation—passenger 
automobiles, and trucks. In former years 
many of the railroad operations, which 
are now written in red ink, were found 
profitable and necessary. But this does not 
alter the fact that the main and immedi- 
ately available remedy to ease the plight 
of both the railroads and the airlines 
seems to lie in corporate consolidation. 


THE Doyle Report on American Trans- 
portation, published last January by the 
Senate Commerce Committee, made the 
flat comment that “We now have concrete 
evidence of a growing struggle approach- 
ing cutthroat proportions and which 
threatens the financial status of large seg- 
ments of the transport system.” 


As tor the railroads, none can be found 


CHARLES F. PHILLIPS, JR. 


M. RICHARD SUSSMAN 


east of the Mississippi which is fortunate 
enough to be called satisfactory, much 
less affluent. The Baltimore & Ohio Rail- 
road, dean of all the American lines, is 
in trouble and, in baseball parlance, is “up 
for grabs.”” The Chesapeake & Ohio wants 
it; and so does the New York Central, 
which would also like to build a three- 
way combination including both the B&O 
and the C&O. But one look at the New 
York Central debt was enough to dampen 
the enthusiasm of the Chesapeake & Ohio. 
New York Central is otherwise faced with 
the possibility of being isolated, if not 
surrounded, by two strong mergers 1n- 
volving the Baltimore & Ohio and the 
Chesapeake on the one hand, and _ the 
Pennsylvania Railroad and its subsidiaries 
on the other hand. 


signee comes out of all this, there 
is also the brooding threat of even- 
tual nationalization. Strangely enougl), 
nobody seems to want this. If it comes, ‘t 
will come by default, and apparently con- 
trary to the wishes of all factions. 


Are there still workable alternatives ’ 
The opening article in this issue deds 
with this central problem. It comes to | 
from CHaArLEs F, PHILLIPS, JR., profe 
sor of economics at the School of Cot 
merce and Administration, Washingtc: 
and Lee University. Dr. PHILLIPS is 
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PAGES WITH THE EDITORS (Continued) 


native of New York and a graduate of 
both the University of New Hampshire 
(AB, cum laude, 56; Phi Beta Kappa) 
and Harvard (PhD, ’60). In addition to 
his number of articles on business eco- 
nomics, he is now teaching public utility 
and transportation and other business and 
government subjects at Washington and 
Lee. 


One of the noteworthy effects of trans- 
portation policy changes and reorganiza- 
tion is the impact on the regulatory pat- 
tern. In Maryland, for example, a new 
metropolitan transit authority is author- 
ized to take over the regulation and pos- 
sibly the eventual operation of the transit 
facilities in Baltimore. For vears, these 
have been under the experienced regula- 
tory supervision of the Maryland Public 
Service Commission. But as the new pat- 
tern suggests a transition from regulation 
to operation, we see clear evidence of the 
old order passing. As these lines were 
written, plans were afoot to have the two 
agencies meet and confer on common 
problems. 


_ in this issue, beginning on page 
99, we have an article on financial 
ratios in utility regulation from associate 
professor of finance, M. RicHarp Suss- 
MAN of Pennsylvania State University. 
He is a graduate of Ohio State Uni- 
versity (’52) and the University of 
Michigan (PhD in business administra- 


JAMES W. CARPENTER 


ROBERT T. LIVINGSTON 


tion, 60). He has worked as a security 
analyst for the Bankers Life and Casualty 
Company in Chicago and as assistant in 
the public utility executive training pro- 
gram at the University of Michigan. 


* ** * 


oe on page 89 of this issue, we 
present the third of a three-part 
series of articles on “Public Utilities and 
People” by JAMES W. CARPENTER, fe- 
tired vice president of the Long Island 
Lighting Company, and Rosert T. Liv- 
INGSTON, professor of industrial and man- 
agement engineering at Columbia Uni- 
versity. This third instalment deals with 
utility relations inside the community. 
Investor-owned utility companies  ob- 
viously cannot isolate themselves in the 
community around them. They must take 
@ more active role in the future, in the 
view of these authors. 


Messrs. CARPENTER and LIVINGSTON 
suggest that some utility companies place 
less than enough emphasis on so-called 
“customer relations.” They must recog- 
nize, however, that utilities are servants 
of the people, with responsibilities to- 
wards both the consumer and the com- 
munity. 


THE next number of this magazine vill 
be out August 3rd. 


Ar Coli®ree 
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Do you have a 
Utility 


problem? 


America is growing. 

Our population is not only increasing 
ii numbers, it’s spreading. Industry is 
expanding to meet challenging new 
opportunities. 

And Utilities are faced with enor- 
Yous capital expansion to provide for 

‘e¢ growing needs of industry and 
> nsumers. 

This is where the Irving can be of 

irticular help—by assisting Utilities 


in making the many financial decisions 
incidental to growth. 


Our Analytical Studies, Seminars and 
Round Table Conferences have helped 
many Utilities bring added vitality to 
their capital planning, financing and 
cultivation of the financial community. 


For informatien, you are cordially 
invited to call our Public Utility De- 
partment at LL 3-2967 or write us at 
One Wall Street. 


IRVING TRUST COMPANY 


' «unds over $150,000,000 
S7EORGE A. MuRPHY, Chairman of the Board 


One Wall Street, New York 15, N.Y. Total Assets over $1,750,000,000 


WILLIAM E, PETERSEN, President 


Public Utilities Department—JOHN F. CuiLps, Vice President in Charge 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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THE ACADEMIC MAN AS REGULATORY COMMISSIONER 





This is the final in a series on vocational backgrounds o. reg, 
latory commissioners by Dr. Lincoln Smith, associate p: 

of political science, New York University. In his previo 

cles, Dr. Smith had taken up the advantages and disad\ 

of various vocational backgrounds, such as lawyers, en 
accountants, and general businessmen from the standp 
effective regulatory commission operation. This article po 

the use of university professors, and other commission | 
demic background is explored. The article mentions by «ame ; 
number of regulatory commissioners who came to their ‘asks in 
public service via the faculty route. 


CAN PREPAYMENTS ON PURCHASE CONTRACTS IMPROVE 
UTILITY INCOME? 


Willard F. Stanley, writer of financial and economic article 
in the field of public utility operations, and a resident of Brook- 
lyn, New York, discusses the question of whether utility con- 
panies can increase their income by prepayments on equipment 
purchase contracts. This is a technique which has been succes: 
fully used by utilities, but some management people in the in- 
dustry may not be generally aware of it. The author believes 
that net income can be materially increased by making partial 
and periodic prepayments on contracts for equipment pur 
chases. It is because utilities are in a position to make sucl 
prepayments that these advantages are available. 


THE BELL ATTACK ON PAPER WORK 





Paper work is generally noticed when it comes out of the walk 
like termites and begins to gnaw away at profitable operations 
In the Bell system it was noticed that the increasing number 
of telephones was being passed by the increasing number of op- 
erational and clerical employees. These curves were even it 
1945 but ten years later the clerical curve was moving ahead 
And so the Bell system management decided to attack the prob 
lem of increasing clerical costs on a broad frontal basis. It dis 
covered a number of things, such as the contagious nature 0! 
“paper shuffling.” Time and motion studies have been «sed t 
bring this miscreant element of skyrocketing costs unde) bette! 


control. 





AND IN ADDITION .. .. . Special financial news, digests, and interpretations of court 
and commission decisions, general news happenings, reviews, Washington gossip, and other features of 
interest to public utility regulators, companies, executives, financial experts, employees, investors, and 


others. 


— 
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to management—spotting current trends and plotting 
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and helping plan capital financing. 


Our “ONE-STEP” method of monthly* analyzation 
of bill frequency give more detailed consumption data, 


ORDING & STATISTICAL CORPORATION esc, Wwe Can‘rove this to your ae we have fo 
blic Utility Data Processing Division far information, there is no obligation of course. 
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ADVANCE SHEETS 
OF 
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> Meeting an increasing demand for prompt reporting of full-text opinions 
in decisions of state and Federal regulatory commissions and of the courts 


on appeal from the commissions’ decisions. 


> For those who wish to keep currently informed of the new concepts, rapid 
expansion and ever increasing problems in the field of public service regula- 
tion, these Advance Sheets, issued twice a month, will be found invaluable. 


Subscription price—$24. a year 


PUBLIC UTILITIES REPORTS, INC. 


Publishers 
332 Pennsylvania Building, Washington 4, D. C. 
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“There never was in the world two opinions alike.” 


KERMIT GORDON 
Member, Council of Economic 
Advisers. 


Jack H. BerryMAN 
Columnist. 


EpITORIAL STATEMENT 
The New York Times. 


Dwicut D. EISENHOWER 
Former President of the 
United States. 


Davip SARNOFF 
Chairman of the board, Radio 
Corporation of America. 


3ARRY GOLDWATER 
U.S. Senator from Arizona. 


—MONTAIGNE 





‘Men possessed of strong analytical powers—men « i 
good will—disinterested men—will often define di 
ferently the public interest in a particular problei 
How much more difficult it must be for the busines 
man to see the issues clearly when he stands to gain «r 
lose from the decision.” 


¥ 


“Just as long as society will allow industry to pollu ¢ 
public waters and as long as the public is content (0 
pollute its own waters and those of its neighbors, tie 
American people will get filthy, disease-laden waters. 
What has become of our pride, our desire to be clea, 
and our public morality 7” 


® 


“The challenges besetting our economic society are 
too acute to permit halfheartedness in erasing doubts 
about its adherence to high standards of honesty and 
public service. This is an obligation that rests on every 
segment of industry, labor, and government and on 
each of us as an individual.” 


> 


‘| What is stolen by paternalistic government is that | 
compound of initiative, independence, and self-respect 
that distinguishes a man from a mob, a person from a 
number, a free man from the slave. Too much goy- 
ernment planes off the peaks of excellence, hones down 
differences, dries up diversity, and leaves a_ bleak 
sameness.” 


> 


“ee 


*. 

Edison’s message for our time, as I interpret it. 
is that we must work as a team, but we must not lose 
our sense of the uniqueness of man’s genius, of the 
supreme value of the individual. In this lies our best 
safeguard against the deadly regimentation of Com- 
munism. It is our best hope for a future of peace. 
abundance, and freedom.” 


¥ 


“It is plainly evident that the Soviet Union realizes 
that in technological warfare, their greatest danger 
will come from the continued existence of the gr: at 
American industrial corporations, which alone cin 
match and outproduce the Soviet... . Let us not, 1 
the name of ‘monopoly,’ bring such damage to tie 
great basis of our technical capacity, so that we, ovr 
selves, accomplish for the Communists what they ha ¢ 
defined as their objective.” 
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CHECK THESE DATES: 


July 23-Aug. 4—Columbia University Util- 
ity Management Workshop will be con- 
ducted, Arden House, Harriman, N. Y. 


July 25-Aug. 10—International Trade Fair 
will be held, Chicago, Ill. 


July 28—Southern Gas Association will hold 
chief dispatchers and compressor station 
operations round tables, Shreveport, La. 


July 30-Aug. 5—American Women in Radio 
and Television will hold first mid-career 
seminar, Syracuse, N. Y. 


July 31-Aug. 4—American Management As- 
sociation will present an orientation sem- 
inar, Saranac Lake, N. Y. 


Aug. 1-4—Advertising Age Summer Work- 
shop on Creativity in Advertising will 
be held, Chicago, Ill. 


Aug. 6-8—Georgia Association of Broad- 
casters will hold annual summer conven- 
tion, St. Simon's Island, Ga. 


Aug. 7-11—American Bar Association will 
hold annual meeting, St. Louis, Mo. 


Aug. 11-12—Texas Associated Press Broad- 
casters Association will hold annual meet- 
ing, Odessa, Tex. 


+.ug. 21-23—Alaska Telephone Association 
will hold annual convention, Palmer, 
Alaska. 


Aug. 22-25—Western Electronic Show and 
Convention will be held, San Francisco, 
Cal. 


Aug. 23-25—American Institute of Electrical 
Engineers will hold Pacific general meet- 
ing, Salt Lake City, Utah. 


Aug. 25-26—Arkansas Broadcasters Associ- 
ation will hold fall meeting, Little Rock, 
Ark. 


Aug. 28-30— Appalachian Gas Measure- 
ment Short Course will be held, West 
Virginia University, Morgantown, W. Va. 


Aug. 28-Sept. 1—American Society of Me- 
chanical Engineers will hold international 
heat transfer conference, University of 
Colorado, Boulder, Colo. 


Aug. 28-Sept. 8—National Association of 
Railroad and _ Utilities Commissioners, 
Special Committee on the Training of 
Commission Perscnnel, will hold short 
course, Atlanta, Ga. 


Aug. 30-Sept. 1— American Institute of 
Mining, Metallurgical, and Petroleum 
Engineers will hold third annual semi- 
conductor conference, Los Angeles, Cal. 


Sept. 6-8—Association of Illinois Electric 
Co-operatives will hold annual meeting, 
Springfield, Ill. 


Sept. 6-8—Northwest Public Power Asso- 
ciation, Power Use Section, will hold 
annual workshop, Forest Grove, Ore. 


Sept. 10-12—Associated Traffic Clubs of 
America will hold annual meeting, Phila- 
delphia, Pa. 


Sept. 10-13 — Rocky Mountain Electrical 
League will hold annual fall convention, 
Moran, Wyo. 


Sept. 11-12— American Gas Association- 
Edison Electric Institute will hold joint ac- 
counting section organization meeting, 
Cincinnati, Ohio. 


Sept. 11-12—National Rural Electric Co- 
operative Association, Region V,_ will 
hold meeting, Eau Claire, Wis. 


Sept. 11-13—American Water Works Asso- 
ciation, Kentucky-Tennessee Section, will 
hold annual meeting, Louisville, Ky. 


Sept. 11-13— Annual Accident Prevention 
Conference will be held, Dallas, Tex. 


Sept. 11-15—Instrument Society of Amer- 
ica will hold fall instrument-automation 
convention and exhibit as well as an- 
nual meeting, Los Angeles, Cal. 


Sept. 11-19—International Navigation Con- 
gress will be held, Baltimore, Md. 


Sept. 12-14—Mid-West Gas Association will 
hold school and conference, Ames, lowa. 














The Annual Meeting 


In this informal photograph of the annual meeting of Consolidated 
- Edison Company in New York city, Harland C. Forbes, 
chairman, is at the microphone, Charles E. Eble, 
president, is at the left, and the gentlemen 
of the press are in the background. 


ee 


‘ 
: 
Ss 
& 
te 


il 





Public 
tilities 


FORTNIGHTLY 


VOLUME 68 


JULY 20, 1961 








The Railroads’ “Four Freedoms” 
And Regulation 


An evaluation of the four freedoms for which the railroads have 
asked: freedom from destructive taxation, from stifling regulation, 
from subsidized competition, and freedom to diversify. 


By CHARLES F. PHILLIPS, JR.* 


[’ is well-recognized that the American 
railroad industry is in financial trou- 
ble. Furthermore, most would agree 
that railroad services are essential to our 
economy. On March 20th, the industry 
issued what many observers have termed 
a manifesto. In a lengthy document, en- 
titled “Magna Carta for Transportation,” 
addressed to “Congress and the govern- 
ing authorities,’ the Association of 
American Railroads called for ‘Four 
Freedoms — freedom from destructive 
taxation, freedom from stifling regula- 
*Assistant professor of economics, School of 
Commerce and Administration, Washington and 


Lee University. For additional personal note, see 
Pages with the Editors.” 


tion, freedom from subsidized competi- 
tion, and freedom to diversify.” 

The demands are not new. Three years 
ago, as a result of a sustained industry 
campaign, Congress enacted the Trans- 
portation Act of 1958, designed to help 
the railroads alleviate their acute financial 
distress. The act relaxed somewhat Inter- 
state Commerce Commission control over 
competitive rate making, extended for the 
first time the authority of the commission 
to passenger train discontinuance cases, 
strengthened ICC control of intrastate 
rates that may burden interstate com- 
merce, froze the list of commodities sub- 
ject to the agricultural exemption, and 
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authorized a temporary program of gov- 
ernment guaranties of loans to the rail- 
roads (recently extended for another 
twenty-seven months). Experience in the 
past three years, however, clearly indi- 
cates that much more remains to be done 
if the railroads are to be saved. 


+ ew recent manifesto recognizes this 
factor. Congress is asked to “head 
off a major crisis’ in the industry. 
Whereas in 1958 the industry talked 
about “the deteriorating railroad situa- 
tion,” the phrasing now indicates a much 
more serious situation. “Our industry is 
in jeopardy,” the association argues, and 
then warns of “the gathering storm.” 
The plight of the railroads is blamed on 
“one of the worst messes Washington 
has ever blundered into.” And the indus- 
try declares itself “tired of being the 
punching bag for destructive government 
policies.” 

Strong language, indeed! Just what is 
the current economic situation of the 
railroad industry? What are the basic 
problems facing the industry? What is 
the “Magna Carta” asking for? What 
changes or modifications in management 
and governmental policies are indicated? 
And, equally important, will the present 
proposals aid in the development of a 
better climate within which the railroad 
industry can profitably operate and thus 
make a positive contribution to the con- 
tinued economic growth of the United 
States? The present article is a summary 
and evaluation of the “Magna Carta for 
Transportation.” 


The Economic Picture 
N the last fifteen years, the economic 
position of the railroad industry has 
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seriously deteriorated. The industry’s rate 
of return on net investment averaged 3.6 
per cent for the decade of the 1950's, but 
fell to 2.13 per cent last year; the lowest 
since 1938. The industry ranked at the 
bottom of the list of some 70 major in- 
dustrial groups with respect to profit 
ratios, and was well under the traditional 
6 per cent rate of return allowed or 
earned by other regulated industries. A 
total of 27 class I railroads, 19 of them 
in the East, turned in deficits for 1960, 

The trends of freight and passenger 
traffic indicate a similar situation. Freight 
business amounted to 30.4 million car- 
loadings in 1960, down from 41.3 million 
in 1946 and 52.8 million in 1929. In 
contrast, truck loadings in 1960 were 
three and a half times the 1946 level and 
barge traffic almost doubled between those 
years. The railroad share of total inter- 
city freight traffic declined from 67 per 
cent in 1946 to under 50 per cent in 1959; 
the share of commercial intercity passen- 
ger traffic from 66 per cent to about 25 
per cent in the same period. 

As a result of this traffic loss, net in- 
come last year of $445 million was the 
lowest since 1949 and less than half of 
what it was in 1929 ($897 million). 
Railroad emplovees have also felt the 
traffic decline: The railroads had 780,000 
emplovees in 1960, down 43 per cent 
from 1946. 


The Basic Problems 

eee important elements are to be 

found in the basic problems facing 
the industry. In the first place, the de- 
teriorating traffic position, outlined above, 
has created serious revenue, income, and 
capital formation problems for the rail- 
roads in the postwar period. Competition 
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from other modes of transport has ad- 
vanced rapidly. In large part this can be 
attributed to the ability of competing 
agencies to render more flexible, con- 
venient, and speedy service or to furnish 
service at a lower cost. Traffic has also 
been lost as the result of such factors as 
the diversification of industry (fewer long 
hauls) and changes in production (a com- 
pact car, for example, requires less steel, 
which in turn means smaller quantities 
of coal and limestone transported by the 
railroads). Excess capacity has developed 
in the industry, particularly in the East. 
The public, in general, and investors, in 
particular, have become pessimistic about 
the future of the railroads. Under such 
conditions, adequate capital to maintain 
existing equipment and to finance mod- 
ernization programs is difficult to find. 

Second, the railroads have been losing 
high-valued manufactured commodities to 
the trucks. The loss of this traffic has 
meant a more than proportionate loss of 
revenues because rates are high in rela- 
tion to unit costs for such traffic. While 
a large percentage of these losses have 
been over short hauls, the railroads have 
also been losing high-valued traffic over 
transcontinental routes and have been 
losing volume in several agricultural 
products. 


[= governments have significantly 

affected the economic position of the 
industry by providing highways, water- 
ways, airways, and airport facilities at 
a lower capital cost than is now available 
to the private railroads. Only the rail- 
roads and pipelines must maintain a 
heavy fixed investment in ways and pay 
property taxes on them. Moreover, recent 
studies strongly suggest that the rates 


charged by carriers using public facilities 
do not always reflect adequate payments 
for their use. 

Fourth, the industry continues to suffer 
from various featherbedding practices. In 
1957, after investigating operating condi- 
tions in Canada and several European 
countries, a Royal Commission found 
unanimously that “firemen are not re- 
quired on diesel locomotives on the Ca- 
nadian Pacific in either freight or yard 
service.” 

The American railroads are current- 
ly paying firemen and helpers over 
$250 million annually. At the present 
time, a presidential commission on rail- 
road work rules is holding public hearings 
on proposed elimination of jobs. There 
is also justification for a complete re- 
examination of the mileage basis for 
computing a day’s service. 


| paras government regulation has been 


another element in the decline of the 
railroads. All rail operations are subject 
to state or federal regulation, but less 
than one-third of truck traffic and only 
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10 per cent of barge traffic are similarly 
controlled. Regulatory delay in postwar 
rate cases has cost the industry millions 
of dollars annually in revenues. And reg- 
ulatory policies limiting rate increases to 
protect shippers and traditional markets 
have resulted in additional large revenue 
losses. 


fimatcy, railroad management itself 

must share some of the responsibility 
for the present economic plight of the 
industry. Far too little has been done, 
until recently, in the area of competitive 
pricing to meet changing conditions. The 
industry, in other words, has hesitated 
to engage in vigorous competitive pricing, 
relying instead upon general rate in- 
creases. 

Admittedly, regulatory policy has 
discouraged selective pricing and rate 
reductions. But a re-evaluation of the 
outdated value-of-service rate structure 
is urgently needed. Recent experiments 
with incentive and promotional rates have 
been encouraging, but much more can be 
done in this area. Piggy-back service for 
general freight has doubled in the last 
two years and the railroads seem assured 
of recapturing a significant portion of the 
new car-hauling business due to the de- 
velopment of the three-deck, 15-auto 
flatcar. 

Methods must also be found to en- 
courage shippers to load cars more fully, 
to release cars more promptly, and to 
distribute traffic so as to reduce seasonal 
peaks and stand-by demands. Only by 
undertaking extensive rate revisions to 
meet current competitive conditions and 
by making service adjustments to satisfy 
shipper demands, can the industry hope 
to recapture lost traffic. 
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The Four Freedoms 


_ this brief outline of their cur- 

rent economic position and of the 
basic problems facing them, what are the 
railroads asking? The manifesto is entire- 
ly concerned with the type of regulation 
the industry faces, rather than with reg- 
ulatory procedural matters. The “Four 
Freedoms” can be summarized under the 
following headings. 

Freedom from destructive taxation, 
The industry is concerned with three tax 
matters : 

First: Repeal the 10 per cent federal 
excise tax on passenger tickets. The tax 
was levied upon the industry (and upon 
air and bus riders) early in World War 
II to discourage unnecessary travel and 
to raise emergency revenue. During the 
fiscal year ending June 30, 1960, $47 
million was collected on rail travel. Since 
the end of the war, the discriminatory 
nature of the tax has been cited countless 
times. The ICC in May of 1959, for ex- 
ample, concluding its comprehensive 
study of the railroad passenger deficit 
problem, stated that the reasons for the 
imposition of the tax no longer exist. 
“More important, however, it is harmful 
to our transportation system and is highly 
discriminatory.” 

Second: Relieve railroads from the 
“crushing burden” of local and _ state 
property taxes. In 1960, the AAR sub- 
mitted a study to the Senate Commerce 
Committee’s special study group which 
showed “that $141,187,829 in excess 
taxes was extracted from railroads in 
1957 in 31 states solely because railroad 
property was assessed and valued higher 
than other property that was subjected 
to the same rates. This amounted to near- 
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ly one-third of the total railroad pay- 
ments in 1957 of $441,395,977 to state 
and local governments.” The association 
concludes that such a “crushing burden 
of a $141 million annual penalty against 
an industry that is fighting for its very 
life is utterly indefensible and intolerable 
and abhorrent to one’s sense of justice 
and fair play.” 

The railroads propose that Congress 
should pass legislation to outlaw state 
and local property tax discrimination as 
an unreasonable and unjust discrimina- 
tion against, and an undue burden upon, 
interstate commerce. The federal district 
courts should also be given the right to 
issue injunctions barring such discrimina- 
tion. 


b iberen Modernize federal tax policies 

relating to depreciation to stimulate 
new investment for improved rail plant 
and facilities. The railroad industry has 
spent more than $16 billion since 1946 


for capital facilities, but this amount was 
half as much as the industry’s entire net 
income for the same period. And even 
this amount, executives claim, must be 
increased to $1.5 billion a year if mod- 
ernization is to be adequate. Under pres- 
ent tax laws, the average overall annual 
rate of depreciation for the railroad 
industry is under 3 per cent. “With in- 
adequate operating earnings, inability to 
resort to the stock market for equity 
financing of capital investment, equip- 
ment trust financing becoming increasing- 
ly costly, and relatively little cash avail- 
able from depreciation charges, relief in 
some form must come.” The problem, the 
association continues, is compounded by 
the fact that competing modes of trans- 
portation are afforded much more liberal 
depreciation allowances. 


_ suggestions toward this end are 
made. First, at the election of the 
corporate taxpayer the maximum useful 
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life of depreciable railroad property be 
shortened for tax purposes to fifteen years 
in the case of rolling stock and to twenty 
years in the case of other property. No 
more than the cost of the property, less 
salvage, is to be recovered through depre- 
ciation charges. Second, the railroads 
should be allowed to establish a “construc- 
tion reserve plan” which would enable the 
lines to set aside a tax deductible reserve 
under rules and regulations to be pre- 
scribed jointly by the Secretary of the 
Treasury and the ICC. Such a fund could 
be spent within five years only for buying 
equipment and other property used in 
transportation or for the reduction of debt 
incurred in connection with such acquisi- 
tions. The plan would grant the railroads 
tax deferment in depreciating investment, 
and not tax forgiveness. 


inner FROM STIFLING REGULATION. 

Here the industry is concerned with 
two “incredible inequalities” in the regu- 
latory policies governing the various 
modes of transportation: 

Either repeal the exemption from reg- 
ulation now given trucks when hauling 
agricultural commodities, or extend this 
same freedom to railroads. Under Part II 
of the Interstate Commerce Act, motor 
carriers carrying agricultural and horti- 
cultural commodities and fish are exempt 
from economic regulation. As a result of 
this exemption, plus the growth of private 
and contract carriers, nearly two-thirds 
of all motor vehicle traffic is exempt 
from rate regulation. 

Either repeal the exemption from reg- 
ulation now given barge lines when haul- 
ing commodities in bulk, or extend this 
same freedom to railroads. Under Part 
III of the Interstate Commerce Act, when 
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the cargo space of a vessel in which such 
commodities are transported is being used 
for the carrying of not more than three 
such commodities, they are exempt from 
regulation. Today, 90 per cent of barge 
traffic is thus exempt. 


N contrast, when either agricultural or 
bulk commodities are transported by 
the railroads, they must move at ICC reg- 
ulated rates. A 30-day published notice 
must be made before a railroad rate can 
be changed, and this usually is preceded 
by an investigation and commission hear- 
ings. In the words of the association: 


The railroads are like a man operat- 
ing a corner store who is required to 
write his prices in large letters on his 
store window, who is prevented from 
deviating from them, and whose prices 
must meet certain statutory standards 
—while his competitor on the opposite 
street corner operates under no such 
compulsion and has only to come across 
the street and read the posted prices 
to know what he should charge to 
attract the business . . . and who is 
free to charge whatever he pleases 
whenever he pleases, to that end. 


For many years the industry has urged 
Congress to extend these same exemp- 
tions to the railroads. In response, the 
Transportation Act of 1958 froze the 
broad list of commodities coming within 
the agricultural exemption, but made no 
other changes. Now the industry is de- 
manding either repeal of the exemptions 
or their extension to the roads. 


gg FROM SUBSIDIZED COMPETI- 
TION. All units of government have 
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spent an estimated $162 billion of public 
funds to provide inland waterways, high- 
ways, airways, and airports that are used 
by commercial transportation for private 
profit. More than one-third of this invest- 
ment has been spent since 1955. Of the 
transportation agencies, only the railroads 
and pipelines must pay for the acquisition, 
building, and maintenance of their own 
rights of way and pay taxes on them. 
Water carriers are not required to pay 
tolls except on the St. Lawrence seaway. 
The only contribution of the air-line in- 
dustry toward federal airway costs is the 
excise tax on aviation gasoline. And there 
is much doubt that highway user fees 
are sufficient for some types of high- 
mileage heavy vehicles. Moreover, public 
ways are tax-exempt, while the railroads 
pay property taxes of more than $200 
million annually on their roadways. 
Motor carriers, of course, pay other gen- 
eral taxes, such as the excise taxes on 
vehicles, 

The association argues : 

Where tax money is spent to build and 
maintain air, water, and highway facili- 
ties, adequate charges should be assessed 
by government against commercial in- 
terests using these public facilities for 
private profit. 


— To Diversiry. Under present 

laws, railroads can own pipelines, but 
there are severe restrictions on their 
ownership of trucks. They are barred 
from the air-line business. For many 
years it has been assumed that they were 
also barred from owning barge lines, but 
this point is now being tested before the 
ICC. 

The industry argues that it is now 
prevented from offering shippers ‘‘one- 


package” transportation. The final pro- 
posal of the industry, therefore, is: 
Grant railroads the same opportunity 
others have to use the highways, water- 
ways, and air facilities which rail taxes 
help provide, thus giving all carriers the 
freedom to diversify their services. 


The Goals: Economy and Neutrality 
A’ evaluation of the railroads’ pro- 

posals must be made against the 
background of general standards or ob- 
jectives for our transportation system. 
In recent years much has been written 
about the need of developing a national 
transportation policy: a unified, consist- 
ent, and co-ordinated group of policies 
on transportation. Each form of trans- 
port, in other words, would be fitted into 
its proper place in the system to promote 
the efficient allocation of resources, fur- 
ther carrier development, and the needs 
of national defense. 

That the United States lacks such a 
policy is only too evident. The various 
modes of transportation are not treated 
alike under the policies of state and fed- 
eral governments. Each form of trans- 
portation developed at a different time. 
Each was brought under regulation in a 
different period and for reasons specific 
to that period. And each policy has 
evolved under the guidance of powerful 
organized interest groups. The achieve- 
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ment of a national transportation system, 
therefore, requires a complete reconsid- 
eration of existing policies. 


HE basic requirements for a national 
transportation policy are easily 
stated. Public policy should aim to de- 
velop a transportation system that is 
strong, economical, efficient, and finan- 
cially stable. Each mode of transportation 
should carry that portion of the traffic 
that it can best serve at the lowest total 
resource cost. To achieve these goals, 
regulatory policies must be neutral be- 
tween competing carriers. No agency 
should get unfair advantage through pro- 
motion, user charge, subsidy, taxation, 
or economic regulation. Moreover, reg- 
ulatory policies should be continuously 
studied to make sure that they are not 
only neutral, but also of the right type 
to meet current economic conditions. The 
basic requirements for a truly national 
transportation policy, therefore, are (a) 
economic efficiency and (b) government 
neutrality toward competing carriers. 
Most of the proposals found in the 
“Magna Carta for Transportation” 
would be a step toward these goals. All, 
however, are highly controversial. 


Evaluation: Taxes 

a. case for repeal of the 10 per cent 

federal excise tax on passenger fares 
is strong. The tax, which applies to com- 
mon carriers but not to private carriers, 
has long been recognized as discrimina- 
tory. As a recent statement concludes: 
“Here is a tax that no one—no govern- 
ment agency, no private individual, no 
area—has testified is good, fair, or bene- 
ficial.” In 1958 Congress repealed the 3 
per cent excise tax on freight carried by 
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for-hire carriers, thus promoting neu- 
trality among competing carriers. The 
result would be the same if the tax on 
passenger fares was removed. 

Are the railroads exaggerating the ex- 
tent of local and state tax discrimination? 
Perhaps not, as recent litigation indicates, 
To illustrate: Three railroads won liti- 
gated cases in opinions handed down by 
the Nebraska state supreme court on 
March 18, 1960. In each case the rail- 
road’s assessment was reduced so as to 
reflect an assessment ratio in proportion 
to full value at the same level as that of 
property generally. In California, several 
court suits were filed by railroads in 1959 
to recover overpayments. The roads con- 
tended that the California Board of 
Equalization had assessed all railroad and 
utility property, both operating and non- 
operating, at 50 per cent of full cash 
value, while the statewide average of all 
other property—including that of truck 
lines—was assessed by county assessors 
at 23.7 per cent of full cash value. The 
suits were voluntarily dismissed after the 
state board agreed to gradually reduce 
future assessment ratios over a period of 
years and after the legislature had 
adopted a statute providing for continu- 
ing study and publicizing by the board 
of local assessment ratios. 


or in some states has been suc- 
cessful; in others unsuccessful. As a 
method of obtaining equal assessments, 
however, it is slow and costly. Moreover, 
for the railroads as a whole, the costs 
may be greater than the gains. The real 
difficulty, of course, is that the $400 
million paid to local and state govern- 
ments in property and other taxes repre- 
sents a significant portion of their annual 
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fe 


revenues. Particularly is this true at the 
local level. The fear of losing revenue is 
the leading explanation behind much of 
the present opposition to railroad merg- 
ers. And the state of Arkansas recently 
passed a law stating that railroads aban- 
doning all or most of their operations in 


the state will be subject to a special 
“removal” tax on’ the value of their prop- 
erties given up in the state. 


ee (a) the existence of discrimina- 
tory taxation, (b) the reluctance of 
local and state assessors to make equaliza- 
tion adjustments, and (c) the length and 
cost of court action, federal intervention 
in this area is required. Similar circum- 
stances led to the extension of ICC au- 
thority to passenger train discontinuance 
cases in 1958. In a majority of the states 
there seems to be little prospect for vol- 
untary action. Furthermore, in a few 
states, bills have been introduced to place 
the railroads in a class where they could 
be assessed on a basis different from that 
of other property. With these pressures 
existing, the Senate Commerce Commit- 
tee’s special study group recently recom- 


~) 


% 


a 


N 


, 


CANS 

7] Ik NG 

wai) 
WY 


"i 
4 


» 


A 


VJ 
N«( 


pS 


mended federal legislation to eliminate 
local and state discriminatory taxation. 


HE industry’s proposal for larger 
depreciation allowances, to encourage 
investment in plant and equipment, is one 
which concerns all American industry. 
Business in the United States is burdened 
with perhaps the most backward and 
archaic depreciation tax policies in the 
world. In sharp contrast stand Europe 
and Canada, with more modern and real- 
istic policies. Moreover, firms in these 
foreign countries are providing growing 
competition for American companies 
both in domestic and foreign markets. 
We are operating under a depreciation 
system which is nearly twenty years old; 
the last major revision having been made 
in 1942. Economic conditions today are 
vastly different from what they were 
twenty, fifteen, or even five years ago. 
The current depreciation system is largely 
based upon physical obsolescence, but in 
1961 the problem is technical obsoles- 
cence. As a result, the average age of 
equipment in use has been increasing, and 
recent estimates indicate that the costs 
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of replacement are outrunning deprecia- 
tion allowances by $5 to $8 billion a year. 
A McGraw-Hill survey states that the 
costs of replacing facilities that are pres- 
ently obsolete would amount to nearly 
$95 billion. And the rate of obsolescence 
is expected to increase in coming years. 
ria would argue against the proposi- 

tion that tax policies are critically im- 
portant to the economic strength and 
growth of any country. At the same time, 
if accelerated depreciation has obvious 
advantages, why has the United States 
been lagging in this area? The long- 
standing and often-voiced argument 


against faster write-offs has been that 
the government would: lose revenue. Per- 
haps there would be a loss in the first year 
or two, but over a longer period a com- 
pany can deduct only 100 per cent of its 


investment. Moreover, if higher deprecia- 
tion rates encourage new machines which 
in turn earn higher profit rates, the gov- 
ernment’s total receipts from taxes might 
increase at once. Only if machines earn 
no more than before and are merely re- 
placed at a faster rate, wiil the govern- 
ment permanently lose revenue. 

No special depreciation allowances 
should be enacted for the railroad indus- 
try. Rather, it is hoped that Congress will 
modernize depreciation policies for all 
American industry, including the rail- 
roads. Only this latter is consistent with 
the industry’s demand for equal treat- 
ment. 


Evaluation: Exemptions 
on an efficiency point of view, the 
various modes of transportation should 
be allowed to operate as competitive en- 
terprises. The market place, and not a 
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commission, should allocate traffic among 
the agencies. These goals are impossible, 
however, unless the advantages of low- 
cost carriers are reflected in their rates 
and unless active price competition is per- 
mitted. 

Governmental neutrality and market al- 
location of traffic both require that the 
railroads’ proposals to either repeal pres- 
ent exemptions granted to truck and barge 
carriers, or to extend them to the rail- 
roads, be granted. The exemption of bulk 
cargoes, for example, was originally 
based on the belief that such transporta- 
tion was not competitive with railroads 
or motor carriers. Moreover, it was also 
the result of compromise in an effort to 
reduce opposition to the enactment of 
federal regulatory legislation. Today, 
however, these three modes do compete 
for the bulk (and agricultural) commodi- 
ties, and the barge exemption places the 
regulated carriers at a competitive dis- 
advantage. Unless repealed or extended 
to other carriers, traffic allocation of 
these commodities will continue to be 
made upon “political” considerations. 


HE railroads urge repeal or extension 
of present exemptions, and action is 
needed, but this is only one important 
element in the traffic allocation problem 
facing the transportation industry. The 
whole concept of regulatory rate policy 
needs review. In 1955, the principal con- 
clusion of the Weeks Committee report 
was that, with some exceptions, the trans- 
portation industry has become highly 
competitive and that this fact must dom- 
inate regulatory policy if the public in- 
terest is to be served. 
The committee claimed that, as a result 
of failure to adjust regulation to permit 





THE RAILROADS’ “FOUR FREEDOMS” AND REGULATION 


competitive forces to operate more fully 
and equally, regulatory policy itself had 
been an important factor in preventing 
achievement of the most economical dis- 
tribution of traffic. “The consequent loss 
to the public, while incapable of exact 
estimate, is believed to amount to billions 
of dollars per year . . .” The conclusion 
was “that adjustment of regulatory pro- 
grams and policies to . . . competitive 
facts is long overdue.” 


HE committee proposed a new dec- 

laration of transport policy, placing 
emphasis upon competition and freedom 
for low-cost carriers to compete effective- 
ly for traffic. The central idea, therefore, 
is that no agency can determine the eco- 
nomically right sphere for each type of 
carrier. This must be determined in the 
market. To carry out this declaration, the 
railroads must be given greater freedom 
in setting rates. 

The committee argued that the author- 
ity of the ICC should be confined to 
approving “reasonable” maximum and 
minimum rates in order to prevent undue 
discrimination. The maximum rates 
would be at least equal to full costs, and 
would be held to be a reasonable limit 
for noncompetitive traffic. Minimum rates 
would be at least as high as variable costs 
(out-of-pocket costs), and would be de- 
signed to attract business to the railroads. 
All other carriers, of course, would be 
treated in the same manner. These pro- 
posals are designed to reduce interference 
by the ICC with rate cutting, to the end 
that the commission would become “an 
adjudicator, not a business manager.” 
Although the relaxation of competitive 
rate control authorized by the Transpor- 
tation Act of 1958 was a step in this 


direction, further revision of the Inter- 
state Commerce Act is needed to restore 
rate regulation to its proper role. 


N: implication has been intended that 
all rate regulation should be abol- 
ished. On the contrary, such regulation 
is still needed despite the present com- 
petitive conditions in transportation. Dis- 
crimination must be controlled so that 
rates are not designed to deliberately 
destroy competition, or to give undue 
preference to large shippers. Congress 
must, however, repeal the National 
Transportation Policy (1940) in its pres- 
ent form. References to encouragement 
of reasonable charges “without . . . un- 
fair or destructive competitive practices” 
and to fostering “sound economic condi- 
tions in transportation and among the 
several carriers” must be eliminated. Far 
too often have these statements been 
construed to justify restriction of rate 
and service competition even when based 
on the actual unit costs of low-cost car- 
riers. The low-cost carrier must not be 
limited in rate competition with other 
carriers. 
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Evaluation: Subsidies 

ts a careful study of transportation 

policies, Dearing and Owen of the 
Brookings Institution argue that billions 
of dollars of subsidies that the federal 
government has poured into transporta- 
tion facilities and services have not been 
spent wisely from the point of view of 
the transportation system as a whole. 
Subsidies have aided only parts of the 
system. Are they the parts that should 
have been expanded? Have highway and 
waterway capacities been expanded by 
the right amounts? Have benefits and 
costs of the expansion programs been 
carefully matched and compared? To 
these and related questions, the authors 
answer no. Tax money has been spent on 
more transportation, but without a gen- 
eral plan and without broad criteria. 

Closely related is the problem of user 
charges. Economic efficiency requires that 
prices equal long-run out-of-pocket costs 
of service. Put another way, unless this 
criterion is used as the standard in setting 
prices, the allocation of resources in 
transportation is uneconomic. Only if the 
charges imposed upon users cover the 
full costs of the publicly provided serv- 
ices is economic efficiency achieved. 


HE problem is compounded by the 

fact that railroads and pipelines must 
maintain their ways and pay taxes on 
them. User charges, therefore, should 
also cover the property taxes that would 
have to be paid if public ways and termi- 
nals were operated as private facilities. 
Either this, or perhaps offsetting federal 
or local payments might be given to the 
railroads and pipelines for the property 
taxes they pay on their ways. This is 
needed if the goals of economic efficiency 
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and government neutrality are to be 
obtained. 

No attempt will be made to undertake 
a lengthy discussion of the user fee con- 
troversy in the present article. It should 
be noted again, however, that the goals 
of efficiency and neutrality require that 
all transportation prices cover the full 
costs of services provided at public ex- 
pense. Such is not the present situation, 
thereby resulting in discrimination among 
competing carriers. Furthermore, if full 
user charges were to be imposed, gradual 
increases might be desirable. That would 
minimize any sudden price increases for 
carrier services and would minimize any 
competitive repercussions among the vari- 
ous modes of transportation. 


Evaluation: Diversification 
, ieee final proposal of the industry 
deals with diversification. Here, the 
public interest is concerned with the ex- 
tent to which a more efficient perform- 
ance can be secured by joining several 
modes of transportation together in the 
rendering of service. Historically, public 
policy has sought the development of 
each form of transportation separately 
and has prevented the integration of 
several modes through common owner- 

ship. As a recent report explains: 


The earlier dominance of the rail- 
road and the fear that railroads, be- 
cause of their maturity, size, and 
financial resources would necessarily be- 
come the moving parties in integration 
by ownership has much to do with ex- 
plaining present legal bars to entry 
into one form of transportation by an- 
other. For such fears go along with 
the expectation that railroads, if per- 
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mitted to control other forms, would 
tend to subject them to the interests of 
the railroad enterprise itself. 


- the past it has not been unusual for 

carriers of one type to refuse to es- 
tablish through and joint rates with car- 
riers of another type. At one time the 
railroads which are members of the AAR 
had an agreement not to establish such 
rates with motor carriers; an agreement 
which was attacked by the Department 
of Justice as a violation of the Sherman 
Act and which ended in a consent decree. 
Other examples could be given to clearly 
indicate that the various types of carriers 
have not shown a spirit of co-operation. 
Moreover, the ICC has no authority to 
require the establishment of through and 
joint rates involving railroads and motor 
carriers, Or motor carriers and water 
carriers, 

The importance of the last two para- 
graphs is not historical. Often, the op- 
ponents of transport diversification use 
one or both as justification for the pres- 
ent policy of maintaining separate owner- 
ship of the different types of carriers. 
This is unfortunate. Whatever the past 
conditions were for railroad dominance 


me 
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and whatever the motives were for the 
lack of co-operation among the various 
carriers, they have no relevance in the 
present. The requirement today is effi- 
ciency. Governmental policy must change 
to meet new conditions. Many situations 
currently exist where common owner- 
ship and control would result in a lower 
cost of service from shipper through to 
consignee than can be obtained when a 
single form of transport undertakes, or 
when two modes co-operate on, the com- 
plete job. 


, I ‘HE Mueller Committee, after investi- 
gating the question of diversification, 
reached the following conclusions: 


Yet it may often be the case that more 
expeditious and effective results will 
occur if a degree of flexibility is ac- 
corded to each transport technology to 
cross the line into others under com- 
mon ownership and control. Hence 
rigid statutory bars may be unwise. 
The risks that a dominant position may 
be secured and that competitive car- 
riers may be destroyed without eco- 
nomic warrant must, however, be held 
carefully in view. Thus it would ap- 


JULY 20, 1961 





PUBLIC UTILITIES FORTNIGHTLY 


pear desirable to permit entry of one 
form into another, or acquisition of a 
carrier of one type by a carrier of an- 
other type, when it can be shown that 
a service of superior value or efficiency 
can thereby be created. 


\ \ Jitu respect to the establishment of 
through and joint rates, the com- 
mittee concludes: 


At most the power to require differ- 
ent modes to form through routes and 
establish joint rates would seem to 
be advisable for exercise only where 
a compelling public interest can be 
shown. The attitude of the law should 
be to encourage and facilitate rather 
than to compel such arrangements. 


Such policies would serve not only the 
goal of efficiency, but also of neutrality. 
In addition, greater freedom of entry 
for new carriers could be an important 
safeguard against the development of 
substantial monopoly control over any 
particular route. There is also the con- 
stant threat of private carriers to act as 
a regulating force. The public interest 
can best be served by the adoption of a 
more flexible attitude toward transpor- 
tation diversification. 


The Outlook 


Is there any chance that the proposals 


of the railroad industry will be 
adopted? The present writer is doubt- 
ful that Congress will enact many of 
them during the current session. The plea 
for removal of the 10 per cent federal 
excise tax has failed in the past because 
Congress has been unwilling to give up 
the revenue. The same taxes were ex- 
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tended on July 1, 1961. If the industry 
can ever win the full support of the ad- 
ministration, there is perhaps a slim 
hope of future repeal or reduction. While 
the ICC will undoubtedly back the in- 
dustry on the matter of discriminatory 
local and state property taxes, the states 
will vigorously oppose it. Such opposition 
will put great pressure upon Congress to 
adopt a “hands off” policy. Litigation, 
despite its limitations, appears to be the 
only way in which the industry will ob- 
tain immediate equal assessments. And 
while the President and several members 
of Congress have indicated that some re- 
visions must be made in present deprecia- 
tion policies for all American industry, 
most feel that no major changes are 
likely before 1962. 

Nor are there any indications that the 
present agricultural and bulk commodity 
exemptions will be either repealed or ex- 
tended to the railroads. Congress spe- 
cifically has exempted these from rate 
regulation. While the list of agricultural 
products has been frozen, Congress 
showed no willingness just three years 
ago to make any basic changes in policy. 
Private shippers will clearly fight any rail- 
road move to extend ICC regulation to 
them, and truck and barge interests would 
surely oppose any railroad move either to 
share in the agricultural and bulk com- 
modities shipments or to have their rates 
regulated. 


emai Kennedy, but not Congress, 

has already acted upon one of the pro- 
posals; namely, to assess user charges in 
the form of higher operating taxes on 
trucks that use highways built with fed- 
eral aid. While the President’s stated 
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objective is to raise more highway con- 
struction money rather than to help the 
railroads, many influential members of 
Congress have spoken in opposition. The 
administration has also asked for studies 
of user charges for other federally aided 
facilities. Any such charges, however, 
would face a long battle in Congress, 
especially since similar proposals in the 
Truman and Eisenhower administrations 
got nowhere. There is wide disagreement 
over how user charges should be assessed 
and this factor seems to rule out immedi- 
ate action. 

Finally, doubt must also be expressed 
that congressional approval can be ob- 
tained immediately on the railroads’ di- 
versification proposal. Several bills to per- 
mit transport diversification have been 
introduced in Congress in the past, with- 
out success. To be sure, the recent ap- 
proval of the proposal by the Senate Com- 
merce Committee’s special study group 
is encouraging. Yet it seems unrealistic 
to expect congressional action this year. 


¥ ne author hopes that this pessimistic 

outlook for prompt congressional ac- 
tion is wrong. If the railroads could win 
the strong support of President Kennedy, 
the ICC, and the public, Congress might 
well be persuaded to enact some of their 
proposals. Certainly the present economic 
situation of the industry justifies such 
support and action. And it cannot be 
stressed too strongly that the railroad 
industry is not seeking subsidy. Instead, 
it is only asking for two things: up-to- 
date regulation and equal treatment. Few 
would argue that these are unreasonable 
requests. On the contrary, it would seem 
that the industry has the right to expect 
both. 


Conclusions 
I" 1887 Congress enacted the Interstate 

Commerce Commission Act to regulate 
the railroads. At that time, the industry 
had a virtual monopoly of transportation 
in the country and was guilty of many 
corrupt and highly discriminatory prac- 
tices. 

Over the years, however, other 
modes of transport have developed and 
have grown, aided in large part by vari- 
ous government promotional activities. 
During this time, while competition in the 
transportation industry has increased 
dramatically, regulation has also ex- 
panded. To continue to regulate the rail- 
road industry as a monopoly is detri- 
mental to tne public interest. This prop- 
lem was recognized by the Senate Com- 
mittee on Interstate and Foreign Com- 
merce three years ago, when it observed: 
“The federal government through the 
Interstate Commerce Commission, and 
the vast majority of the 48 states through 
state regulatory agencies, supervise and 
dictate to the railroads, usually under 
laws and procedures that are ancient and 
outmoded.” 

Today, it is not being overdramatic to 
say that the railroad industry is fighting 
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for its very existence. The country is 
faced with an important decision: Should 
the American railroads continue under 
private ownership or should they be na- 
tionalized? If, as the author hopes, the 
answer is private ownership, then Con- 
gress and state legislatures must act 
promptly. The industry has often been 
criticized in the past for its lack of 
imagination and initiative in making con- 
structive proposals to meet new competi- 
tive conditions. Perhaps such criticism 
has been partly deserved, but regulatory 
barriers have not encouraged needed ad- 
justments and have handicapped the in- 
dustry in numerous ways. 


a. leads to one final consideration: 
The United States has not solved the 
problem of government regulation of 
private business. Regulation is inherently 
slower than competition. At the same 
time, it often supplants the judgment of 
an agency for that of industry manage- 
ment. For these reasons, regulation is both 
difficult and complex. 

These limitations can be minimized, 
however, if regulation is kept up to date. 
Competitive conditions are not static, but 
are continuously changing. The type of 
regulation that was needed yesterday, may 
not be needed today or tomorrow. Too 
much regulation, and regulation of the 


wrong kind, combined with the inherent 
limitations, can be damaging to all parties 
concerned. 

Regulation is needed primarily to pro- 
tect the public against monopoly abuses. 
As competition in the market grows, reg- 
ulation should shrink. With respect to the 
railroad industry, the Mueller report 
stated : 


The tighter regulation that was well 
adapted to protecting the public under 
the predominant monopoly of the rail- 
roads is no longer well suited to highly 
competitive transport networks. Com- 
mon carrier rates of all kinds are rapid- 
ly becoming regulated by competition 
whether the common carriers like it or 
a 


This is the important public policy issue 
that is indicated by the current situation 
of the railroads. 


Pome action is urgently needed 

if the private railroad industry is to 
survive and, of even more importance, to 
fulfill its significant rdle in the American 
economy. The railroad problem, however, 
is but one aspect of the broader problem 
of how transportation as a whole can be 
improved, so as to render greater efficiency 
at lower rates. 





41 ~S common carriers wither and die, on the same street, healthy 

AXiineguleted carriers of all modes flourish in the sunshine and 
fresh air of nonregulation. 

“Each mode is limited to a monopolistic 
common carriers of another mode and eac 
substance in an attempt to gain volume in its own mode. Yet actual- 
ly, its ruinous competition comes from the unregulated carriers of all 


modes.” 


—_ which excludes 
uses up much of its 


—ALFRED E. PERLMAN 


President, New York Central Railroad. 
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Public Utilities and People— 
Inside the Community 


Utilities must take a more active réle in community and national 

happenings. It is unfortunate so many companies place little or no 

emphasis on so-called "customer relations." Utilities should recognize 

they are servants of the people and always keep in mind their 
consumer and community responsibilities. 


By JAMES W. CARPENTER and 
ROBERT T. LIVINGSTON* 


HE American private enterprise util- 
ity companies are one up on Sir 
James M. Barrie’s “The Admirable 
| Crichton” because they don’t have to be 
| ship wrecked as he was on a lonesome 
island to have a full share in community 
life. As they provide day-to-day service of 
electricity, gas, telephone, or water sup- 
ply, they are distinctly in the servant class 
and their letter of reference is determined 
by the completeness, reliability, and thor- 


*Consultant and retired vice president of Long 
© Island Lighting Company, and professor of indus- 
trial management engineering, Columbia University, 
New York, New York, respectively. For additional 
H Personal note, see “Pages with the Editors.” 


oughness of every element of their work. 
Beyond this role of faithful retainer, how- 
ever, each company has a distinct char- 
acter, it may be just as a participant, but 
it can be as a leader, in the affairs of its 
locality as in the state and nation. 
Depending upon management viewpoint 
this sharing may be trivial or it may be 
tremendous. There are some companies 
that place little or no emphasis upon any- 
thing but the day-to-day deliveries and 
long-term technical planning of their fran- 
chise chore. To such, the mechanical 
phases of their operations are the extent 
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of their interest in the affairs of the com- 
munity. They seek to fulfill completely the 
part of a servant; they hope for the going 
wage and they are content with their rou- 
tine life. 


‘ie others there is full recognition that 
today’s challenge to the American 
corporation is the sharing in the constant 
search for a sound economy, a steady 
growth and general prosperity for all who 
reside in their territory. Such a company 
realizes fully that it must become an en- 
tity in the ecology of human affairs if it 
is to maintain its right to live honorably 
and to have a part in the advancement of 
a dynamic America. In such a course the 
company is not merely a servant but 
rather a responsible and harmonious 
neighbor in the life of the village, town, 
or city. While there may be competition 
among sectors of the territory it is not 
destructive, rather it is like that of the 
Twin Cities, Minneapolis and St. Paul, 
striving always for the best overall results. 
In these endeavors by utilities the fields 
of customer relations and community re- 
lations are not separated by stone walls or 
picket fences. It may be difficult to define 
the stopping point of one function and 
the start of the other but there need be no 
confusion over the objective: to cultivate 
good will among people both as customers 
and as members of the community. The 
problem is to keep the goal always in 
mind rather than to be concerned about 
the plowing of any common zone. 


Co-operation with Government 
I" the major areas of society there are 
several vital functions that are of great 
concern to the alert utility company. Gov- 
ernment, from the local to the national 
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level, is surely one of these. The corpora- 
tion may have been begotten by its orig- 
inal shareholders but it is a foster child 
of the state which gave it bodily status 
through a charter and from time to time 
enlarges or restricts its field of activity by 
the issuance of franchises, licenses, and 
permits. It is thus of first concern to the 
company to remain on good terms with 
government because inspections are fre- 
quent and franchises are renewable. More- 
over, the public service rendered is often 
to municipal or other authority and con- 
tracts are neither automatic nor perpetual. 
The confidence of public officials is vital 
for fair terms on power, street lighting, 
telephone service, gas heating, or water 
supply either as new business, replace- 
ment, or enlargement. 


iy addition, a very necessary activity is 

to keep government men in a reason- 
able, or at least neutral, state of mind 
by the certainty that they are not in- 
flicted with public complaints about the 
company. Hence the regular and frequent 
contact of the utility man with authorities 
both in their offices and in open meetings 
is essential. In times of peace prepare for 
war; the utility man who is a regular at- 
tendant at board of supervisors, city 
council, or commission meetings soon es- 
tablishes a relationship that pleases the 
members and frequently protects a com- 
pany’s interest by action on subjects in 
either a positive or negative way at their 
first mention. A mayor is only human and 
it eases his duties when he has a chance 
at a public meeting to refer some taxpayer 
protesting about the doings of a utility 
company to its representative right in that 
session. Not only does it take the load off 


his shoulders but also it frequently eases 
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quickly some complaint or misunderstand- 
ing. To the utility company it may mean 
a chance to clear out a brush flame before 
it flares into a field fire. 


hyn attention to local government 
pays off, particularly when a com- 
pany proposes construction or rebuilding 
on land that must be rezoned. Often this 
will test severely the work of years in 
creating friendly feelings among people, 
particularly those who live or own prop- 
erty near the new project. It takes careful 
planning, creation of public interest and 
support, adequate defense against oppos- 
ing attacks, and real overall salesmanship 
in securing municipal approval. It is a mis- 
take to believe that most applications of 
this character will get immediate approval 
just because a proper application is filed, 
a newspaper ad is run, and a casual ap- 
pearance is made at a public hearing or 
meeting. 

Most utility zoning problems revolve 
around the location of a new power plant, 
gasholder, electric substation, water- 
pumping unit or tank, railroad siding, 
electric or telephone pole line, or storage 
yard. Despite the advantages to the area 
generally and the improved service to the 
community at large, there will be some 
people with direct personal interests or an 
| ingrown dislike of utilities who are just 
not going to like the change. The objec- 
tors will cry “put it somewhere else” and 
without a very positive showing that this 
spot is the one and only, they are apt to 
prevail. It is too often the case that local 
zoning bodies or governmental boards 
give way to the loud cries of even a minor- 
) ity of residents, taxpayers and voters as 
é they are, rather than to follow their own 
|| judgment on overall public benefits. Prac- 


tice, however, makes perfect and a few 
experiences soon school the utility organ- 
izations in the most effective measures to 
advance their cause. 


Informing the Consumer 

_ cautious and deliberate course by 

the company is indicated. It is usual- 
ly wise to acquaint the governing body 
fully in a preliminary session of the de- 
tailed plan, the purposes of the construc- 
tion or use of the property, the need and 
the resulting benefits. The place to start 
public support is in the sections remote 
from the proposed site. There is a con- 
structive and attractive story to give these 
folks about the benefits of the project, 
such as more service, better service, added 
employment, lower rates, and an addition 
to the tax base that means less taxes, or 
avoidance of tax increases to them be- 
cause the added income to the municipal- 
ity can be used for new roads, school- 
houses, public buildings, or other under- 
takings. 

On this foundation it is now worth try- 
ing to build as pleasing a front as possible 
for the neighbors of the property under 
discussion and to soften in some measure 
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their natural objections. Photographs, in 
color if available, of new, similar instal- 
lations at other places, layouts of proposed 
landscaping, the opinions of public offi- 
cials in other areas where like projects 
have been completed, all help to build the 
positive case. 


P XEPARATION must also be made for 
talks at public meetings that will in- 
evitably occur and company witnesses 
must be ready to testify at official hear- 
ings or court actions. For both of these 
tasks skills must be developed in the com- 
pany people who are called upon to handle 
them, and the officials involved must seek 
every chance to train and test themselves. 
Testimony presentation is now a regular 
stint in the work of most executives as 
they are called upon to appear in federal 
or state commission hearings, court cases, 
legislative or congressional investigations 
and committee sessions on proposed laws. 
Those who have not had experience of 
this character should be trained to testify 
by practice in mock trials, including severe 
cross-examination by counsel and others 
and to learn that it is far wiser to answer 
“TI don’t know” than to satisfy impulse or 
ego by attempting to advance answers on 
subjects not thoroughly known. Other- 
wise, a tentative act of bravery or rash- 
ness may lead to a debacle before a shrewd 
cross-examiner. 


2 pmeingg are also vitally concerned 

with local government’s viewpoint 
and action when higher tariffs must be 
sought from state or federal regulatory 
bodies. Paradise to the rate man is a place 
where prices are fixed automatically on 
the basis of an agreed property value in- 
cluding plenty of overheads, a rate of re- 
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turn that has latitude for contingencies, 
and operating costs that are never ques- 
tioned. 

Unfortunately for him, we live in 
a more prosaic world where nobody likes 
to have his expenses go up and the advo- 
cates of the public weal are infinite. It is 
under such conditions that the utility 
which seeks to be only a mechanical pro- 
vider of service finds violent objections 
to any raising of its rates. On the other 
hand, the company that has told its story 
to its local governments over the years can 
expect either no opposition to its petition 
or at least objections which are factual 
rather than factious. 

Like Mr. Dooley’s Supreme Court, the 
regulating commissions are human enough 
to recognize the angles of public flags they 
see through their periscopes focused on 
local reaction. The costs of year-round 
community relations work are minor com- 
pared to those of valuation experts, land 
appraisers, and lawyers engaged in a pro- 
tracted rate case. 


Community Participation 

he a step beyond the relations of 

utilities with government is their par- 
ticipation in public policy. Call it main- 
tenance of the American enterprise sys- 
tem, protection of the property, resistance 
to Socialism, or plain politics, the present 
necessity for privately owned public serv- 
ice companies, as well as business gen- 
erally, the professions, and property own- 
ers at large, is to unite in vigorous coun- 
teroffensive against the persistent social- 
ization of our country. Any calm compari- 
son of individual and corporate freedom 
of today with that of fifty years ago can 
lead only to the conclusion that accept- 
ance, appeasement, retreat have already 
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been used too much. T. Roosevelt made 
more yardage toward peace with the Big 
Stick than Neville Chamberlain did with 
the umbrella. 

The time has come again for the voices 
of industry leaders to sound the trumpets 
and they must also lead the charge. No 
penny politicians misunderstood the late 
Henry L. Doherty when he was reputed 
to have told an Ohio city council that his 
trolley line was not a convenient fireplug 
comfort station for every passing mutt. 
He hauled the streetcars across the state 
line until he got reasonable treatment. 
Every one who was present at the Edison 
Institute luncheon in the Waldorf Astoria 
some twenty-five years ago never forgot 
old Tom McCarter’s speech. He opened 
with a story that turned pink the ears of 
the ladies present but he ended with a bat- 
tle cry that brought his audience to their 
feet, “It is time to stand up and be 
counted.” 


T= aloofness of the American busi- 

nessman, including the utility com- 
pany supervisor, administrator, and exec- 
utive, from the fray of practical govern- 





ment is one of the depressing features of 
present-day affairs. Moreover, his silence 
and lack of knowledge make it easy in- 
deed for his opposition to gain its way. 
There is never any question about any 
advocate of Socialism or Communism— 
he knows his stuff and is prepared to meet 
all comers. The protagonist of govern- 
ment ownership can convince the unin- 
formed by the thoroughness with which 
he presses his case. Even in such projects 
as the three-man panels on labor-manage- 
ment disputes during World War II the 
labor metnbers knew their business, urged 
their arguments, and showed sound 
schooling in their preparation while the 
management performance was generally a 
display of patriotism rather than knowl- 
edge of labor economics. 


6 beau is far too little support of state 

legislators and members of Congress 
by the people in business. The representa- 
tive in Washington may appreciate the op- 
portunity to play golf with Mr. Utility 
but what he would really like is some 
strong local area support and praise when 
he finds that he can conscientiously vote 
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favorably for the private enterprise sys- 
tem. If we are to maintain the remnants 
of that way of life which we still possess, 
it is to be done by exchanging the in- 
herited adherence to any political party 
for the articulate expression and support 
of principles. As McCarter said, it is time 
again for a count before we hear the 
count down. 


Responsibility to Community 
oe the political realm there is an 

equally important community respon- 
sibility on utility companies and their 
managements in full participation in the 
direction, footwork, and financing of 
chambers of commerce, community asso- 
ciations, planning bodies, and civic service 
units. Just to cite a few of the present 
opportunities we mention the following: 


1. A company of speakers, musical 
programs, apparatus and appliance 
demonstrations, slide film and moving 
picture presentations, and employee 
dramatic offerings. 

2. Expositions, industrial shows, his- 
torical pageants, county fairs, home 
show. 

3. A continuous program through 
addresses, pamphlets, and advertise- 
ments, and other educational outlets on 
the meaning of Americanism. 

4. Open house and inspection trips 
over company properties for students 
and groups of teachers, visits of com- 
pany officials to colleges and schools, 
lectures and displays of company serv- 
ice and employment practices before 
student bodies. 

5. Public forums on such subjects as 


Zoning and Planning. 
Industrial Developrcnt. 
Tax Problems and Burdens. 
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Education; Keeping the Schools anf 
Industry in Step. 

Resort and Recreation Activities, 

Highway and Other Transportatio 


— avenue for effective partici 

pation in the community that ha 
been receiving increasing attention } 
utilities is area development. There j 
nothing new in the idea that the prosperity 
of the public service company depends 
upon the progress of its franchise are 
For decades there has been continuous at 
tention to the expansion of industria 
commercial, recreational, and other facili 
ties of the community in the expectatio 
of more usage of utility service and highe 
figures in the earnings statements. In th 
last ten or twelve years, however, the pro 
cedure has become more formalized anj 
specific persons have been charged with 
direct tasks in this field. 

Latterly, the situation has developed 
that even if a company was not too et- 
thusiastic about area development or not 
eager to spend money in such a program 
it has been obliged to undertake the wor. 
at least to the extent of defending ani 
preserving its present business agains 
campaigning pep men from other parts 0 
the country. Now there is even mor 
urgency in the situation as the federd 
government undertakes the nurturing 0! 
such work by areas that are rated 3 
chronic unemployment centers—and f 
nances the luring of employers from other 
regions with tax money it collects from 
those same places. 


eget area development is the tas 
of maintaining and advancing th 
economic status of a utility’s service cot 
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munity. It may well be launched in a meet- 
ing of those progressive business elements 
of the district who are or should be inter- 
ested in added business for themselves, 
increased employment, improved housing, 
modern commercial and shopping centers, 
building of adequate schools, and pro- 
visions for more hospitals, churches, and 
welfare institutions. Such promotion will 
cost money, but the wider the financial 
support the greater the chance for im- 
mediate results. The utilities are better off 
if they participate in such an undertaking 
than if each or all of them carry on such 
work independently. 


_ are optional initial moves. A 
very excellent one is an economic 
survey of the territory to inventory the 
present assets in natural resources, pres- 
ent activity in business and industry, pop- 
ulation and vital statistics, new business 
potentials. 

Closely related to this is an analysis of 
the population census over a reasonable 
period of years with an approximation of 
the years ahead. The utility, particularly 
the electric company, is in an excellent 
position to build up area population fig- 
ures. By keying the number of active resi- 
dential electric meters onto standard U. S. 
Census plats it is possible to set up the 
ratio of persons per meter for each sec- 
tion served. Vital statistics, school census 
figures, and spot surveys by the company 
will keep this factor current. When car- 
ried on for some years this provides a rea- 
sonably accurate estimate for annual or 
biannual figures on actual population 
which is excellent information for the 
business and government interests of the 
area, 


A Balanced Layout 


, ne primary tool is the land use 
map of the area. This is a drawing 
to scale of a village, city, county, or other 
specific region on which are shown by key 
all present occupancies and with vacant 
lands properly designated as to permissi- 
ble use. A valuable supplement is an aerial 
survey picture which is useful in studying 
the nature of the land. With these papers 
it is possible for a development commit- 
tee, zoning or planning commission, or 
a municipal authority to prescribe bal- 
anced layouts of different- sections to be 
occupied by housing at varying price 
levels, commercial districts, and industrial 
zones for various types of production. It 
is also helpful to provide listings of avail- 
able land for various purposes, showing 
size of plots, ownership, proximity to pub- 
lic utility facilities, zoning restrictions, 
approximate acreage prices, and other 
data. 
Gathering of the following specific 
material is also a ‘good opening move: 


1. Listing of present principal indus- 
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2. Prospects for expansion of these 
enterprises. 

3. Summary of the available labor 
supply by skills, age, sex. 

4. Present pattern of labor rates and 
monthly salary schedules. 

5. Data on local tax rates and those 
of competing areas. 

6. Utility rates, including freight by 
railroad, truck, and airline. 

7. General zoning stipulations. 

8. Any sources of new labor. 


1 (ei next step is to find prospects who 

may become interested in the area. 
Generally this is not easy. Brochures must 
be prepared, newspaper, magazine, and 
other publicity obtained, and at least occa- 
sional advertisements must be placed in 
trade, national, or large city publications, 
including newspapers and weeklies. Direct 
mail to selected concerns is usually quite 
effective. Inspection trips can be arranged 
for people who finance or provide loca- 
tions, design, and construct new under- 
takings, as well as agents or executives of 
interested firms and any other potential 
buyers. It is also helpful to maintain rela- 
tionship with any state or regional unit or 
governmental department carrying on 
general work of this nature. 

More important than all these is the 
man power to go out on the road, dig out 
possible prospects, work on people who 
have shown interest, do field work for 
those who make inquiries, and beat the 
drums constantly with the home folks to 
continue support of the activity. They 
must show a real pride in their own com- 
munity and keep always in mind that de- 
velopment, if wisely carried forward, can 
mean more business, less taxes, and a 
finer home area for them. 
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pees the utility company which pro- 
poses to perform its full function as 
a citizen must have a definite and open 
policy on contributions to those privately 
supported health, educational, and wel- 
fare agencies which render constructive 
benefits to the company, its employees, 
and its clientele. The community that is 
lacking in schools, churches, and hospitals 
is surrounded by an invisible picket line 
that will lock out people and businesses 
that want to settle among forward-look- 
ing folks. The day is past when the 
American corporation can take a walk 
when the hat is passed for hospitals, col- 
leges, and the agencies which provide 
guidance to youth or help to the unfor- 
tunate, the handicapped, the stricken. This 
support is not only an assessment upon 
the individual shareholders and the em- 
ployees but also upon every company 
which shuns more government in every 
phase of modern business and living. 


Aiding the Community 

LL giving by a utility can be both in 

cash and in the arduous work of sv- 
liciting support from other companies and 
from citizens in general. There is one 
serious caution, however, to be applied to 
this very humane act. Participation by 
the utility is a constructive measure but 
the absorption of the entire undertaking 
by a company will only result in ultimate 
popular nomination as the patsy for any 
and every community undertaking requir- 
ing money and leadership. 

There is a common misjudgment by 
people generally and by fund raisers spe- 
cifically that no committee is complete and 
no undertaking can succeed unless the 
names of some specific business leaders 
appear on the letterhead. The result 1s 
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usually gradual recognition that Mr. Boss 
is purely window dressing and he may not 
even recall that he has agreed to be a 
booster. The fact is that the company sup- 
port rather than the name of the big brass 
is what counts. There is no reason why 
the public relations vice president must be 
the sole representative of the utility on 
any’ and every community undertaking. 
There is no law against sharing of the 
work so that operating, legal, accounting, 
or other department head men can prop- 
erly serve in the civic affairs. It takes them 
out of the restrictive viewpoint of their 
own specialty and adds runners rather 
than cheerers to the race. 


[’ many of these community activities 

that we have discussed the average 
utility company has a trained and un- 
tapped reservoir of man power among 
those whom it has turned out to pasture. 
Apparatus sometimes is written off the 
books but not retired, being kept handy 
for emergencies. Many experienced em- 
ployees may be retired but never written 
off the books; their performance, good or 
bad, stays with the customers and the 
community. The plus ones can still do a 





great public relations job if they are 
drafted. 

Some time within the next few years 
America will be so congested with able- 
bodied, senior citizens that the crisis think- 
ing of the thirties will be put aside and 
the investment in the veteran will be used 
with some adequate realization of what 
he can do and how he can relieve those 
carrying on the heavy task of current 
affairs. It is a good thing to segregate the 
old-timers to make room for the younger 
people but there is no reason why local 
government sessions, civic meetings, de- 
velopment programs, community cam- 
paigns, and other undertakings cannot be 
monitored and even conducted by those 
over sixty-five years of age who are happy 
to have something to do and are not wor- 
ried about hourly rates, overtime, vaca- 
tions, or higher pay. 


pore, if the utility is to be tomor- 

row, as we believe it must be, an inte- 
grated member of the community, it must 
take part in all community affairs, includ- 
ing-youth activities such as the schools, 
and especially in professional guidance 
and choice of occupation. In almost every 
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area the local public utilities represent 
science and technology: A large propor- 
tion of the people working for the utili- 
ties are engineers or at least are dealing 
with technology. The schools are worried 
about the lack of appreciation and under- 
standing of science and technology among 
their teachers. The utility engineers can 
perform a very real service helping young 
America to understand science in its 
everyday application as well as its more 
romantic aspect by assisting in the science 
programs of the high schools. 


Intelligent Personnel 


N many cases and especially where a 
company has its home office, the utility 
company’s personnel office has the most 
informed and skilled people in the area of 
selection, placement, testing, and training. 


Today many high schools have programs 
to assist the students in their choice of 
profession, college, and the like. Here is 
one more opportunity in the utility to ren- 
der a genuine community service through 
the participation of its personnel people 
in such programs. 


 — ago the Supreme Court said util- 

ties, after the protracted hearings, liti- 
gation, appellate reviews, and rate cuts, 
are entitled to “a period of repose.” Such 
a relaxing interval is not possible because 
times and circumstances and _ people 
change and the public service companies 
must attend to these things with the same 
persistence that prevails in the mainte- 
nance of uninterrupted service to their 
customers for increasingly the utility must 
be the good neighbor. 
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Learning by Doing 


es eesti made possible our nation's growth. We are a venture- 
some, valorous, risk-taking people who backed ideas with savings. 

"If the labor unions would back their ideas with the money col- 
lected from their dues-paying members and, instead of striking 
against business, go into a business for themselves and prove that 
they can operate it—can run full time at all times, pay higher 
wages than present management, have shorter hours, better work- 
ing conditions, and make enough money to keep operating and pay 
their share owners (dues payers) a fair return on their investment— 
they would get a better education in the relationship of profits to 
jobs and job security, to the standard of living, and a produc- 
tivity to wage increases. 

"Steel men, automobile men, coal mining men, mill owners, and 
hundreds of others have twitted unions to make good their claims 
to buy a company, run it, and prove they can do so better than 
those they now criticize and strike against. It's wide open, and all 
can step in and try it. But, Mr. Unionman, don't overlook the 52 
per cent federal tax on profits." 


*Ascist 
ness Adn 


—E. F. HUTTON, 


Industrialist, investment banker, and author. 


p Pp. 145-1 
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Price-earnings: 


Price-dividends? 


By M. RICHARD SUSSMAN* 





A re-evaluation of numerous studies concerning the influence of 

earnings and dividends on the common stock prices of investor- 

owned utilities. The relationship dividends should bear to earnings 
is discussed. 


UMEROUS studies have been made 
concerning the influence of earn- 
ings and of dividends on the com- 

mon stock prices of public utilities. Some 
of these studies? have indicated that earn- 
ings have a greater influence on stock 
prices, while others? have indicated that 
dividends are more influential. At present, 
it appears that neither approach has been 
generally accepted. Although the value of 
these empirical studies cannot be denied, 
it would seem that from time to time some 


*Assistant protessor of finance, College of Busi- 
ness Administration, Pennsylvania State University. 
For additional personal note, see “Pages with the 
Editors.” 

1“1Dividend Payout and Utility Common Stock 
Value,” by Fred P. Morrissey, Pustic UTILitIEs 
ForTNIGHTLY, May 26, 1955, Vol. 55, No. 11, pp. 

583-594, 
| _?“Impact of Dividend Pay-out on Price-earnings 

Ratios,” by Willard F. Stanley, Pustic Uriiities 
ae February 2, 1961, Vol. 67, No. 3, 
© Pp. “ll, 


orientation is necessary to view these 
quantitative data in the proper perspec- 
tive. 

The question of what relationship divi- 
dends should bear to earnings is not 
unique to the public utility field. Rather, 
financial managements of corporations in 
all fields of endeavor are concerned with 
the maximum utilization of earnings. In 
theory, the solution is a simple one: Earn- 
ings should be retained if they can be used 
to the stockholders’ advantage; earnings 
should be distributed if the corporation 
cannot employ them with an adequate 
degree of profitability. As a corollary, 
stock prices should be influenced more by 
the earnings of a “growth” company, and 
stock prices should be influenced more by 
the dividends of a mature company. How- 
ever, these results will be obtained only if 
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the investing public recognizes and ac- 
cepts the characteristics of the individual 
company. 


HUS quantitative data concerning the 

influence of earnings and dividends 
on stock prices should be viewed from 
two aspects: first, from the standpoint of 
the nature of the companies studied ; and, 
second, from the standpoint of the pub- 
lic’s recognition and acceptance of these 
qualities. Combining data of corporations 
which are at different stages in their life 
cycles makes these data invalid as a basis 
for comparing the influence of earnings 
versus dividends. Failing to recognize the 
peculiarities of the “public mind” leaves 
any results which may be obtained, purely 
on a theoretical plane. 


Can a Public Utility Stock Be a 
“True Growth Stock”? 

5 frcnaiinsersorann public utility stocks 

have not been classified in the growth 
category. Due to “public regulations in the 
public interest,” some doubt has been cast 
on the ability of a public utility company 
to transform its growth in operations 
into growth for its stockholders; that is, 
into significant growth in earnings per 
share. Given this nongrowth concept, it 
would seem as though dividends should 
have had the greater influence on public 
utility stock prices. However, as previous- 
ly indicated, studies have failed to fully 
substantiate this assumption. Thus, the 
present impasse exists. 

The first question which must be 
answered before a clear road can be seen, 
is whether a public utility stock can 
realistically be classified as a growth 
stock, and how may this growth be ac- 
complished? But what is a growth stock? 
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Many varying definitions have been of. 
fered, from that of a stock whose pric: 
has appreciated, to that of a stock whos 
earnings have increased. This author ac. 
cepts the definition of a growth stock as 
one whose earnings (and thus eventually 
dividends) are growing at a rate which 
will more than compensate the investor 
for his time, effort, risk, and alternative 
cost incurred in investing.® 

When considering the ways in which 
this required increase in earnings per 
share can be brought about, four general 
methods appear to be prevalent: (1) im 
proving operating results; (2) improving 
financial leverage; (3) issuing new com 
mon shares at a “low cost”; and (4) re 
taining earnings. 


MPROVING OPERATING RESULTS. In- 
proving operating results is one of the 

primary ways in which a corporation may 
increase its per share earnings. By more 
efficient use of existing facilities; by the 
introduction of new and more efficient 
facilities; or by the adoption of more 
profitable products or services, earnings 
per share of common stock may be im- 
proved. 

However, the picture in the public util- 
ity field is not so clear cut. If operating 
results do improve, earnings may increase 
to a point which the regulatory commis- 
sion considers excessive. This may cause 
a reduction in the permissible rates 
charged, and a reduction or at least lim- 
tation of earnings. 

If the increase in the earnings per share 
of common stock of a public utility com- 
pany can be traced to an improvement in 

8 “Dividend Policies and Common Stock Prices,’ 


by J. E. Walter, The Journal of Finance, March, 
1956, pp. 29-41, incl. 
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PRICE-EARNINGS: PRICE-DIVIDENDS? 


operating results, an analysis of the 
regulatory atmosphere must be under- 
taken to determine whether a further in- 
crease is possible, and whether the past 
increases will be maintained. 


patent FINANCIAL LEVERAGE. The 
mechanics of financial leverage are 
well-known to the student of corporate 
finance. Essentially, the underlying prin- 
ciple of financial leverage may be ex- 
plained by stating that “‘it is profitable to 
borrow funds, if the rate earned on the 
borrowed funds is higher than the inter- 
est paid for the funds.” Of course, the 
same principle may be applied to preferred 
stock as well. 

The leverage position of a company 
may be improved in two ways: (1) If one 
bond issue is replaced by another bond 
issue bearing a lower rate of interest, the 
common stock earnings benefit; (2) if 
the proportion of total capital which is 
provided by debt is increased, again the 
common shareholders may benefit. 

However, there are limits to a corpora- 
tion’s ability to replace higher-cost issues 
with lower-cost issues, and to increase 
the proportion of fixed payment capital. 
If increases in common stock earnings 
can be attributed to improvements in 
financial leverage, substantial further in- 
creases should not be expected. 


oe New ComMMon SHARES AT A 
“Low Cost.” This method of increas- 
ing per share earnings is best explained 
by example. Assume that Utility A has 
$1 million of capital which has been pro- 
vided by 100,000 shares of common 
stock; the company is allowed to, and 
does, earn 10 per cent on its capital: 


Total Capital $1,000,000 Total Shares 100,000 
Earnings 
Total Earnings $100,000 Per Share $1.00 


Utility A raises another $1 million of 
capital by selling additional common 
shares. The market capitalization rate on 
present earnings is 5 per cent, or the sell- 
ing price of each new share is $20: 

Original 


Capital $1,000,000 Original Shares 100,000 
New Capital $1,000,000 New Shares 50,000 


Total Capital $2,000,000 Total Shares 150,000 


* Total Earnings 
Earnings $ 200,000 Per Share $1.33 

As long as the market capitalization 
rate is below the permitted and achieved 
earning rate the issuance of new shares 
may increase per share earnings. 

One might well wonder what would 
cause such a condition to prevail. Perhaps 
one answer could be that the “market” 
expects per share earnings to increase. If 
this is true, then expectation of growth 
causes growth. However, regardless of its 
cause, as long as such a condition does 
exist, a utility company can transform its 
growth in operations into growth for its 
shareholders. 


samo Earnincs. Retention of a 
portion of common stock earnings is 
another generally used method of increas- 
ing earnings per share. Earnings provide 
a corporation with additional funds. If 
these funds are used with any degree of 
profitability, total future earnings will in- 
crease. As the new funds have been ac- 
quired without increasing the number of 
common shares outstanding, earnings per 
share will also increase. 
However, can this increase in earnings 
per share be considered as “true growth”? 
The earnings which have been retained 
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presumably could have been distributed to 
the shareholders and the shareholders 
could have used these funds to meet their 
personal requirements, or could have re- 
invested them. The retention of earnings, 
therefore, can be considered as an in- 
voluntary investment from the standpoint 
of the stockholder. Applying this ap- 
proach, the investor would normally 
expect this involuntary investment to in- 
crease per share earnings. 

If the future earnings increase just 
compensates the investor for his loss of 
the use of present earnings, his position 
has not improved. Only if the increase in 
earnings (and eventually dividends) more 
than compensates the investor for the 
loss of present value, will his position im- 
prove and grow. 

Again, the situation of the public util- 
ity company is hindered in achieving this 
kind of growth. A regulatory commission 
limits the percentage return that may be 
earned on a given base. Although this 
percentage may be improved for the com- 
mon stock equity by the existence of fi- 
nancial leverage, a limitation does exist 
upon the rate which can be earned on 
common stock funds. Given this limita- 
tion, the question which is posed, is 
whether this ultimate effective permissible 
return is sufficient to produce earnings of 
a growth stature. 


A Format for Empirical Studies 
Re the foregoing discussion, it would 

appear that public utility stocks could 
rarely be classified in the growth category. 
Of the four major causes of growth, two 
are of a nonrecurring nature, or are sub- 


ject to the vagaries of the market place; 
the other two would seem to be severely 
handicapped by public regulation. In 
theory, dividends should have the greater 
influence on their market prices. How- 
ever, many public utility stocks have been 
given the title of “growth.” In addition, it 
has been suggested that earnings are more 
closely associated with prices. 

This apparent conflict between theory 
and practice offers fertile ground for ex- 
ploration by empirical studies. These 
studies should first consider the charac- 
teristics of the companies in_ their 
samples, and, second, they should deter- 
mine the “public’s” awareness of, and re- 
action to, these characteristics. 

Each company should be considered in 
light of its earnings per share and the 
changes in these earnings. If earnings 
have increased, have the increases been of 
significant amounts? The sources of 
earnings increases should be examined to 
determine whether they were of a non- 
recurring or undependable nature. Final- 
ly, earnings changes and the causes of 
these changes should be related to some 
objective measure of the risk associated 
with each company. 


is this objective, rational analysis 

as a base, a study of the actual re- 
actions of the investing public should be 
more meaningful. Results which might 
seem to be contradictory on the surface 
should appear more logical in terms of 
the “public’s” evaluation, or lack of 
evaluation of earnings changes, of risk, 
and of desired returns from investment. 
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Kennedy Reorganization Plans 
Progress Unevenly 


a Kennedy’s drive to reorgan- 
ize the regulatory agencies is doing 
a bit better in Congress. Two of the 
seven plans have already been defeated, 
one in the Senate and the other in the 
House. Two others managed to squeak 
through the Senate despite unfavorable 
committee votes. 

Last month the Senate Government 
Operations Committee voted to reject a 
plan to revise the Civil Aeronautics 
Board’s procedures. Likewise, the Fed- 
eral Maritime Board reorganization pro- 
posal ran into difficulty in hearings 
before the House Government Operations 
Committee. The CAB plan was saved by 
a vote of 37 to 33 and the FMB plan got 
through by 44 to 31. 

Last November Kennedy announced 
| the appointment of James M. Landis to 
help him reorganize the agencies. It was 
i the President’s first major appointment. 
| Mr. Kennedy said at the time that re- 
| Organization of the regulatory bodies was 
| of the highest priority. 
| Now Landis is being blamed on Capitol 
| Hill for much of the troubles which hit 




















the reorganization proposals because he 
failed to let Congress in on his plans 
before they were sent to the Senate and 
the House. The Senate and House look 
upon the agencies as arms of Congress 
and are jealous of any attempt by the 
President to extend his influence over 
the regulatory bodies. 

In addition, lawyers, lobbyists, and 
businessmen who deal with the agencies 
oppose any change in existing procedures. 
But on Capitol Hill the influence of lobby- 
ing groups is considered secondary to the 
failure of Landis to take Senators, Rep- 
resentatives, and commission members 
into his confidence. 


=_ reorganization plans which Lan- 
dis wrote and which the President 
submitted to Congress sought to expedite 
proceedings before the agencies by allow- 
ing more flexibility in their operations. 
Many members of Congress agree that 
the operations of the agencies ought to 
be streamlined, but it is contended that 
these changes should be accomplished 
through legislation rather than with re- 
organization plans. Congress can make 
no changes in a reorganization proposal; 
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it must accept the plan as is or reject it. 

A House Interstate Commerce subcom- 
mittee approved legislation late last month 
which would carry out many of the 
changes in Federal Communications Com- 
mission procedures which were in an 
FCC reorganization plan turned down by 
the House some time earlier. 

Congress will consider a revised ver- 
sion of the administration’s plan to reor- 
ganize the Securities and Exchange Com- 
mission. Senators Williams (Democrat, 
New Jersey) and Javits (Republican, 
New York), both foes of the original 
reorganization scheme killed by a 52-to- 
38 vote in the Senate earlier in June, 
introduced a modified bill after consult- 
ing with SEC officials. It was learned 
the commission wants certain minor 
changes in the Williams-Javits Bill, but 
the two Senators were anxious to intro- 
duce a measure as soon as possible and 
worry about changes later. 


how bill would remove two features 
of the administration’s plan criticized 
in Senate debate: a delegation of rule- 
making authority by the SEC to an indi- 
vidual commissioner, a hearing examiner, 
or a commission employee; and giving 
the full commission discretion to accept 
or reject appeals from decisions made by 
one commissioner or an SEC examiner 
or employee. The Williams-Javits Bill, 
like the administration plan, would per- 
mit delegation of nonrule-making func- 
tions, but it would require full commis- 
sion review of decisions by individuals if 
requested by one commissioner or an 
agreed party to the case. 

As of late June, President Kennedy 
had not even sent to Congress detailed 
reorganization of the Federal Power 
Commission, although in a special mes- 
sage last April 27th he did mention sev- 
eral reforms which he thought should be 
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made in the FPC setup. It may be, how. 
ever, that the President will defer send- 
ing down any FPC plan rather than take 
a further defeat at this time. 


* 


Saline Conversion 

ennai Kennedy submitted to Con. 

gress on June 26th detailed plans for 
a major acceleration of the federal saline 
water conversion program. The Pres- 
dent transmitted to the House and Sen- 
ate a draft bill to accelerate current re. 
search programs and permit construction 
of conversion plants “far larger than any 
now in existence.” 

Because water shortages are limiting 
economic growth in many parts of the 
world, the President said the time was 
ripe to intensify research on low-cost 
processes for converting sea and brackish 
water into fresh water. “I know of no 
federal activity that offers greater prom- 
ise of making a major contribution to 
the ultimate economic well-being of all 
mankind than this program,” Kennedy 
said in a letter of transmittal. 

The bill was accompanied by a state 
ment from Secretary of Interior Stewart 
L. Udall which outlined its basic provi- 
sions. Udall said that while demonstra- 
tion plants are under construction, con- 
version processes presently available are 
not the best. For this reason, he said, 
research is necessary to develop a major 
breakthrough to permit cheaper conver- 
sion. Plants under construction should 
produce fresh water at about $1 to $1.25 
per thousand gallons. The bill removes 
current time limit and ceiling on ex 
penditures by extending the duration of 
the current program from seven to fifteen 
years. 

It also would authorize construction of 
additional demonstration plants, includ- 
ing units capable of daily production of 
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50 million gallons of water. The measure 
would provide federal grants for local 
governments, public or private utilities 
for capital investment needed to reduce 
the price to a competitive level. The 
President recommended provision for 
contracts for federal payment of the 
difference between the cost of converted 
water and a fair price for such water. 


> 
Railroad Mergers 


HE Justice Department has entered 
into the complicated picture which 
has arisen over the current Interstate 
Commerce Commission hearings on the 
Chesapeake & Ohio Railroad’s proposal 
to merge with the Baltimore & Ohio 
Railroad. Because the Pennsylvania Rail- 
road is reported to be planning a giant 
new system, Justice may support the New 
York Central Railroad’s wish to be in- 
cluded in any C&O-B&O merger plans. 
The department’s view is expected to 
be presented in a new filing with the ICC, 
with a specific proposal that the Central 
be included in the merger talks. In the 
ICC hearings, the B&O pointed out the 
following: (1) for the first five months 
of this year it was $17.5 million in the 
red, and its total debt was $425 million; 
(2) carloadings were 18.2 per cent be- 
low those of 1960; and (3) a merger 
could result in a saving of $65.7 million 
over a five-year period. 

The C&O testified it had a five-year 
$232 million program to “rehabilitate” 
the BkO. The Central has tried to show 
the B&O is not in as serious a financial 
plight as has been pictured by the C&O 
and B&O. Both Governor Almond of 
Virginia and Governor Barron of West 
Virginia have come out in support of the 
C&O-B&O consolidation. A transporta- 
tion analyst, Stanley Bergen of North- 
western University, has urged the saving 


of passenger train business which, he 
said, was being strangled by mismanage- 
ment and outdated federal regulatory 
policies. He called for an early reopen- 
ing of the ICC’s 1957-58 investigation of 
its rules governing the separation of rail- 
road operating expenses between freight 
and passenger service. 


Bills in Congress 


Leer strong Republican opposition, 

the Joint Committee on Atomic En- 
ergy has recommended approval of $95 
million for the construction of electrical 
generating facilities at the Hanford, 
Washington, nuclear reactor plant. The 
House was scheduled to take up the AEC 
authorization bill, in which the Hanford 
project is included, early this month. The 
government is requesting the funds to 
add generating facilities at the plant to 
produce electricity for the Northwest. 
Opposing the committee’s favorable rec- 
ommendation were Republican Senators | 
Hickenlooper (Iowa) and _ Bennett 
(Utah), and Representatives Van Zandt 
(Pennsylvania), Hosmer (California), 
and Bates (Massachusetts). 

The Joint Committee last month held 
three days of public hearings on amend- 
ments to the Atomic Energy Act of 1954. 
The AEC has requested a number of 
changes relating to liability for on-site 
damage to property, atomic energy pat- 
ents, use of AEC accident reports in 
civil actions, and a number of other mat- 
ters. The hearings were held by the Sub- 
committee on Legislation under the 
chairmanship of Senator Pastore (Demo- 
crat, Rhode Island). 

The House Antitrust Subcommittee, 
headed by Representative Celler (Demo- 
crat, New York), will soon offer new 
rules governing conflict-of-interest cases 
in the federal government. The legisla- 
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tion will be aimed at preventing employ- 
ees of the government from profiting on 
the outside from their jobs or using their 
governmental positions to benefit other 
persons. The new proposals are expected 
to closely follow the recommendations 
President Kennedy made on this subject. 
Bipartisan support for the measure is ex- 
pected and action could be completed dur- 
ing the present session of Congress. Vio- 
lators of the new rules would be subject 
to fines up to $1,000 and prison sentences 
up to two years. 


5 


Mueller New Reclamation 
Power Head 


J OHN W. MUELLER, who has been with 

the Niagara power project at Niagara 
Falls, New York, has been named chief 
of the power division of the Bureau of 
Reclamation, the Department of the In- 
terior announced on June 26th. Mr. 
Mueller, who was formerly with the Bu- 
reau of Reclamation’s Region Two office 
in California, was appointed by Commis- 
sioner of Reclamation Floyd E. Dominy. 
He succeeded D. S. Campbell, who has 
transferred to the office of the Assistant 
Commissioner and chief engineer in Den- 
ver. 

Mr. Mueller, a native of Chinook, 
Montana, graduated in electrical engi- 
neering from the University of Nebraska 
in 1939. He was first affiliated with pri- 
vate utilities in Nebraska and Iowa and 
was with the Army Signal Corps during 
World War II. He entered service with 
the Bureau of Reclamation in the Region 
Two office in Sacramento, California, in 
1946, and remained there until 1954, his 
principal responsibility having been re- 
gional electrical planning engineer. The 
region administers the giant Central Val- 
ley reclamation project. 


Mueller undertook two foreign assign. 
ments from 1954 to 1957, first serving 
with a Bureau of Reclamation team ad- 
vising the Turkish government on the 
establishment of a Department of Hy- 
draulic Works for the planning, design, 
construction, and operation of irrigation 
and power facilities. He later served as 
chief power adviser for an International 
Co-operation Administration mission in 
Turkey. In November, 1957, he became 
construction manager for switchyards 
and transmission lines for Uhl, Hall, and 
Rich Engineers who managed the con- 
struction of the Niagara power project 
for the New York Power Authority. 


bd 


CAB Clears Chalk on 
Transit Bid 


HE Civil Aeronautics Board has ap- 
proved a request by O. Roy Chalk to 
try to obtain control of Fifth Avenue 
Coach Lines, Inc., New York city bus 
systems. In his petition to the CAB, 
Chalk disclosed that it is his “present 
intention” to acquire at least 250,000 
Fifth Avenue Coach Lines shares at 
$18.75 a share. The CAB said Chalk, 
or one of the companies he heads, plans 
to finance the purchase of the Fifth Ave 
nue Coach Lines shares by a private sale 
of additional equity securities of Trans 
portation Corporation of America, of 
which Chalk is president and chairman, 
or by a private loan that would be se 
cured by a pledge of the Fifth Avenue 
Coach Lines stock to be acquired. 
The CAB did not say from whom 
Chalk intends to buy the shares. The 
CAB got into the matter because Trans 
portation Corporation of America oper 
ates Trans Caribbean Airways, which 
flies between New York and Puerto Rico 
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Phone Tax to Continue 


NCE again the House and the Senate 

have voted to extend the excise tax 
on telephone use. As had been expected 
in most quarters, the bill (HR 7446) 
passed both houses with little opposition 
and since President Kennedy already had 
indicated that he approved the extension, 
it was quickly signed into law. 

The bill is the general excise levy. 
However, it is no longer without termina- 
tion date and must be renewed each year. 
While the proposal was being considered 
by the Senate Finance Committee, Sena- 
tor Kerr (Democrat, Oklahoma) led an 
attempt to repeal the 10 per cent tax on 
telephone service. This move was defeated 
by a voice vote of the committee. 

On the Senate floor, prior to the favor- 
able vote, Senator Carlson (Republican, 
Kansas) spoke out against the telephone 
tax. He stated: 


These communications taxes were 
enacted to discourage the use of com- 
munications facilities during the World 
War II period. 

The federal excise tax was applied 
for the first time to local telephone 
service in 1941. In 1951, the tax on 
electricity was repealed, leaving the 
telephone tax as the only one remain- 


Telephone and 
Telegraph 


ing on the federal tax books applying 
to what I consider to be the four es- 
sential household utilities: water, gas, 
electricity, and telephone. 

Today, telephone service is supplied 
to approximately 40 million American 
homes and to more than six million 
business establishments. Every month 
these individuals and businesses are re- 
minded that they are still paying emer- 
gency wartime taxes, and it occurs to 
me it is time this tax was removed. 


eS Carlson has introduced a bill 
(S 1551) which would repeal the tax 
on general telephone service. However, 
this is now a dead issue since the senti- 
ment of Congress favored the extension 
for at least another year. In the course 
of debate, Senator Byrd (Democrat, Vir- 
ginia) stated that, as chairman of the 
Committee on Finance, the telephone and 
transportation taxes should receive first 
consideration when tax reductions are 
taken up. He characterized these two 
particular taxes as “oppressive” and as- 
sured his co-operation when the financial 
condition of the country will permit a 
reduction. 

For at least another year, the telephone 
tax is with us. There does seem to be, as 
indicated by Senator Byrd’s remarks, a 
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growing feeling that the telephone tax interest is in the earliest practicable estab- @ high a1 
and the transportation tax should be the lishment of a world-wide commercial § sure. 
first to go when Congress decides to per- satellite system that will be useful to all The 
mit the tax to lapse. The telephone indus- international carriers and agencies both Merged ° 
try can be expected to once again present here and abroad. New J 
a strong case in favor of eliminating this Project 
levy when the matter comes up next year. T&T again stated that the principle ff Rumfo 
& of ownership based on use is, in that sang 
: company’s opinion, the most practical one fM tance 
President Urges Speed-up of to follow ints decision wenn con- fM tions, a 
Space Communications tributions between the foreign communi- site is 
cations agencies and the United States fi buildin; 
carriers. Althous 
The General Telephone & Electronics Rumfor 
Corporation has asked the FCC to provide jy Bell 
for allocation of a frequency band for ang O™mmet 
experimental world-wide space communi- 
cation system. General would like to ex- 
periment with a system which would orbit Gene 
satellites 22,300 miles above the earth. In 
its application, General stated that sucha 
high-altitude system was the “only system 
proposed to date that can economically 
fulfill the requirements of global satellite 
communications.” 


_ipencne recently to the National Space 
Council and its chairman, Vice Presi- 
dent Johnson, President Kennedy urged 
that progress should be aimed toward 
getting a working communications satel- 
lite into orbit as soon as possible. In this 
reference, the President has requested a 
series of studies and. policy recommenda- 
tions which would make the most effec- 
tive use of such satellites. The various 
agencies concerned will help the NSC to 
prepare policy proposals on such com- 


d 


IEUTE 
(U 
pointed 
Washin 


plicated questions as ownership and op- 
eration of the system. Telepho 
Once and for all the President ruled General 


out the complete government domination Work Progressing on Bell Ground teats 
of such a system when he stated that both Station itiestias 
public and private resources must be used W:"* is progressing on a tract of land “ae none 
to develop the system. He also took into in western Maine near Rumford, de At 
account the fact that very close co-opera- about 75 miles by road from Portland, wae 
tion between the various governmental where the Bell system will install the knee te 
groups will be essential if speedy action world’s largest horn as part of a new ex- 
is to be insured. perimental space communications ground 

The American Telephone and Tele- station. Lewis 
graph Company has echoed the Presi- The highly sensitive antenna will beam £g 
dent’s plea for immediate action in a signals to satellites for relay to Europe Cor 
statement filed with the Federal Com- and will also serve as a huge ear trumpel 7. 
munications Commission. The concluding to collect the faint signals that are relayed whi 
part of this document stated “the impor- back from Europe to the United States. J on anyo 
tant thing is to get started.” AT&T The 250-ton steel and aluminum structure municat 
reiterated its claim that it has no desire will be a rotating antenna—177 feet long fi by milit 
or intention of seeking to control the and 94 feet high. It will be protected from J The leg: 
proposed communications satellite sys- the elements by the largest inflated eartir J structior 
tem. bound structure ever made. The spherical J Utah ar 

AT&T further noted that its sole cover will be 210 feet wide and 161 feet J House < 
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high and will be supported by air pres- 
sure. 

The $7 million station will be an en- 
lrged version of the antenna at Holmdel, 
New Jersey, which has been used in the 
Project Echo experiments. The isolated 
Rumford location is expected to offer 
several advantages, among which is dis- 
tance from microwave radio-relay sta- 
tions, and a well-suited topography. The 
site is near a highway and workers are 
building an access road to the location. 
Although the primary purpose of the 
Rumford station will be experimental, 
the Bell system expects to use it later for 
commercial traffic. 


* 


General Telephone Appoints 
New Capital Officer 


erage GENERAL Clovis E. Byers 
(U. S. Army, retired) has been ap- 
pointed as vice president in charge of the 
Washington, D. C., office of the General 
Telephone & Electronics Corporation. 
General Byers succeeds Rear Admiral 
Frederick J. Bell (U. S. Navy, retired), 
who has resigned, but will continue to act 
as a consultant. Prior to retirement from 
the Army, General Byers was military 
adviser to the Assistant Secretary of De- 
fense for International Security Affairs. 


> 


Legislation of Interest to the 
Communications Industry 


b i Senate has approved legislation 
which would impose heavy penalties 
on anyone who maliciously destroys com- 
munications equipment intended for use 
by military or civil defense authorities. 
The legislation was prompted by the de- 
struction of three microwave towers in 
Utah and Nevada. If the bill passes the 
House and is signed, penalties for such 


offenses could be $10,000, or a maximum 
of ten years in jail. 

The House Commerce Committee has 
approved legislation which is designed to 
speed up proceedings before the Federal 
Communications Commission. The House 
has already rejected a reorganization plan 
proposed by President Kennedy and this 
new bill is viewed by most Washington 
observers as a compromise measure. 

The new bill does not include the most 
controversial feature requested by the 
President, which would have strengthened 
the position of the FCC chairman. It does, 
however, contain a provision allowing the 
commission to rule out in advance the 
possibility of review in minor cases. This 
power has been used by the Federal Trade 
Commission for some years; however, 
the FCC has never used it. 

The House version of this bill is quite 
similar to the Senate version and allows 
the FCC to designate certain classes of 
cases as “not of major communications 
importance.” In cases thus designated, the 
right of appeal would be limited to the 
filing of exemptions to parts of the initial 
decision of a hearing examiner or board. 
These exceptions would be considered, 
under the terms of the House bill, but 
they would not be taken up by the full 
commission. The bill also contains pro- 
vision allowing the commission, by a ma- 
jority vote, to delegate any of its func- 
tions to a panel of commissioners, em- 
ployee board, or individual employee. 


” 
U.S. Orbits Nuclear Power 


Source 


HE United States has sent into orbit 
a satellite which has nuclear energy 
as the power for its two radios. The 
power output is rated at two and one-half 
watts or about the energy required to 
light up a flashlight bulb. The heart of the 
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unit is a small cylinder of radioactive 
isotope, known as plutonium 238. 

The satellite, designated “Transit,” is 
circling the earth every 104 minutes at 
a maximum height of 629 miles and a 
minimum of 550 miles. The satellite is de- 
signed to enable ships, both military and 
commercial, to get continuous positions 
fixed through data received from 
“Transit.” Government spokesmen have 
stressed that there is absolutely no danger 
of radiation from this satellite, nor is 
there any danger of any sort of atomic 
explosion. Several more test shots are ex- 
pected before a fully operating naviga- 
tional system emerges. 


€ 


Communications Industry 


Spends $182 Million 


pis domestic communications operat- 
ing industry of the United States, 
which includes both telephone and tele- 
graph service, spent approximately $182 
million in its 1960 building construction 
program. This represents an increase of 
about $7 million over the 1959 figure. 
These figures were recently released by 
the Business and Defense Services Ad- 
ministration, U. S. Department of Com- 
merce. 

Based on a survey covering 127 tele- 
phone companies—94 per cent of the in- 
dustry—BDSA’s communications indus- 
tries division has stated that the construc- 
tion program reflects the growing needs 
of the industry. According to the survey, 
75 per cent of the money was used to 
construct buildings of the reinforced cor 
crete type, and 15 per cent was used for 
structural steel frame buildings. 

The survey was made by the BDSA to 
determine the volume of materials con- 
sumed by the communications industry 
for building construction alone. The 


critical metals usage exceeds the require- 
ments for ordinary building construction, 
since the communications buildings are 
usually designed with high ceilings and 
are strengthened to hold great amounts 
of dead weight to accommodate equip- 
ment. The survey reports that the tele 
phone industry is the user of more steel 
for building construction than any other 
single industry. 

The building program required 26,099 
tons of carbon steel, of which 1,189 
tons were steel plate. There were 12,494 
tons of carbon steel used for structural 
steel frame buildings, including more than 
7,000 tons of structural steel shapes and 
piling. Also used were 218,839 pounds of 
copper and copper base alloy and brass 
mill products; and lightweight aluminum 
consumed totaled some 65,000 pounds. 
Copper wire mill products accounted for 
1,036,301 pounds, which included such 
items as copper wire and cable for light- 
ing and power, 

> 
Army Announces Versatile 

Communications Units 
C Bte Department of Defense has an- 

nounced the delivery of three new 
long-range, high-powered, emergency 
communications systems for the use of 
the Army in isolated areas. The systems, 
which can be moved by existing aircraft, 
have ranges of 2,500, 5,000, and 7,000 
miles, respectively. All three of the sys- 
tems can be installed in less than four 
hours, as opposed to months required to 
install fixed stations with the same power. 

Voice or teletype messages can be 
transmitted over the systems on a world 
wide basis. The new systems are capable 
of bypassing fixed Army communica 
tions system stations which may be inop- 
erative and communicating directly with 
the Pentagon. 
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Financial News 


and Comment 


By OWEN ELY 


“Long Term Financing” 


By John F. Childs 


OHN F, CuILps, vice president of the 
Irving Trust Company, is well-known 
toa host of utility executives as head of 
the Financial Seminar, long a Wall Street 
institution—especially designed to give 
out-of-town officials a postgraduate course 
in the workings of the financial commu- 
nity. 

The purpose of the book is to pro- 
vide a practical text on corporate finance 
for the executive. It stresses and covers 
the three broad jobs of the financial vice 
president — (1) financing and financial 
policy, (2) investor relations, and (3) 
proper profit goals—cost of capital. His 
book, while covering corporations in gen- 
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eral, has many sections of interest to 
utilities. 

In Chapter II on Capital Structure, the 
bonds of three utilities are compared as 
follows, to indicate the relationship be- 
tween bond ratings and the debt ratio: 


Bond 
Rating Ratio 
Cleveland Electric Illuminat- 
ing Triple A 46% 
Public Service of Oklahoma Double A 49 
Georgia Power Company .. Single A 55 


Admittedly, however, there are many ex- 
amples of variations in ratings where the 
debt ratio is about the same. 


r determining the debt ratio for any 
individual company, it is necessary not 
merely to consider the possible changes 
in earnings over the next five years, but 
also the possibility of very adverse condi- 
tions which might develop over a longer 
term. 

Six determinants of debt ratio are 
the borrowing reserve, financial insurance, 
cost of capital, leverage, tax savings, and 
“pools of capital” (which provide the 
markets for particular types of securities). 

The degree of earnings stability is an 
important factor in fixing an upper limit 
for the debt ratio, as illustrated by a com- 
parison of the degree of variation in net 
earnings over a long-term period—a 4 per 
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cent average for 20 electric utilities, 8 per 
cent for the Bell system, and an average 
of 21 per cent for 20 manufacturing com- 
panies. Correspondingly the average debt 
ratios were 46, 35, and 13 per cent. 

Regarding the place of preferred stock 
in the capital structure, Mr. Childs thinks 
it should be compared with common stock 
instead of bonds; the bond ratio should 
be fixed on general considerations, hence 
he does not favor a policy of obtaining 
tax savings by substituting debentures for 
preferred stock. (See discussion of this 
question in this department in the previous 
issue. ) 


(econ chapter on dividend policy is also 
of special interest. The charts on pages 
47 and 47A illustrate-the effect of differ- 
ing percentages of pay-out on market 
price. One conclusion is that companies 
able to earn a high rate of return on rate 
base can probably do more for the market 
price of their stock if pay-out is kept on 
the low side. (Utility examples would be 
Florida Power & Light, with a pay-out 
ratio of only 48 per cent and a yield of 
about 1.4 per cent; and Houston Lighting 
with 49 per cent and 1.5 per cent; it would 
seem that officials of growth utilities al- 
ready are well aware of this principle.) 
On the other hand, companies with low 
rates of return but relatively stable earn- 
ings should have a liberal dividend policy 
—which attracts the investors more inter- 
ested in cash income than in capital gains. 

The section on stock dividends (pages 
53-62) should also be of special interest 
to utility companies since many of them 
pay occasional stock dividends, while a few 
pay regular dividends both in cash and 
stock. An interesting point is that a stock 
dividend may be used as a device to in- 
crease the future cash dividend rate—al- 
though the nominal rate per share may 
remain unchanged. The policy of a regular 
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cash rate may be desirable from a public 
relations angle (possibly to avoid stirring 
up the regulatory authorities?). If there 
is “no compelling public relations reason,” 
John Childs holds that an increase in the 
cash dividend would be preferable to a spe- 
cial stock dividend—it would be more 
thoroughly understood by the unsophisti- 
cated stockholder and would eliminate the 
cost of issuing stock. Some companies say 
they pay a stock dividend because “stock- 
holders like it,” but they should be careful 
to determine whether this is merely a 
superficial view expressed by a few small 
stockholders. Proposed ways of surveying 
stockholder opinion as to stock dividends 
are discussed at some length; in view of 
the rather large number of stock dividends 
declared by utility companies, it would 
seem well worth while for utility execu- 
tives to study this chapter. 


HAPTER IV on the Financing Program 
is also of interest, particularly with 
reference to the temporary use of bank 
loans pending long-term financing. Pro- 
grams should generally be worked out 
over a period of four or five years in the 
future so as to allow for varying market 
conditions. Moreover, while the financial 
vice president should bear the major bur- 
den of devising the program, he should 
rely on four principal experts: the lawyer 
(or lawyers), the underwriting firm if one 
is used, the tax expert, and the accountant 
—the operation should thus be run ona 
“team’’ basis. 

Chapter V contains an interesting sec- 
tion on convertible securities (pages 126- 
133). The utility companies do not have 
much of a uniform policy in their use 
of convertibles—some seem to like them, 
others do not. 

Mr. Childs remarks: 


From the company’s point of view, 
a convertible issue may be made to ap- 
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pear very appealing with the combined 
advantages of a senior security and a 
common stock. Under some circum- 
stances, it may be a useful and even 
necessary type of security. However, be- 
cause of the seductive nature of con- 
vertibles, they may be misused. They 
have distinct disadvantages. For ex- 
ample, the company may plan for con- 
version to take place by a certain date. 
This is subject to the whims of the com- 
mon stock market and if it does not 
occur as hoped for, the issue may turn 


H®= also discusses the nine purposes for 
which convertibles can be issued, 
some of which would apply more to in- 
dustrial companies, For utilities the main 
objective of a convertible would be to 
gradually strengthen the capital structure 
as conversions occur, spread the dilution 
of earnings over a period of time rather 
than taking it all at once, etc. (It may be 
remarked that, with reduced equity financ- 
ing requirements, most utility companies 
now issue common stock on a more mod- 
erate basis than in the past—say on a 


out to be the tail that wags the dog. 1-for-20 basis about every two or three 


e 


ELECTRIC AND GAS UTILITY SECURITY OFFERINGS IN JUNE 


Aver. Yield 
For Success 
Securities Of 
Of Similar Moody Offer- 
Quality Rating = tng 


Price Under- Offer- 
Amount To writing ng 
Date (Mill.) Description Public Spread Yield 


Bonds and Debentures 
6/1 $20 Indiana & Michigan Electric S. F. 

Deb. 534s 1986 101.77 73C = 55.00% 4.54% A 
6/2 30 Columbia Gas Deb. (s.f.) 5¢s 1986 100.35 89C = 5.10 4.54 A 
6/6 Pennsylvania Electric Deb. (s.f.) 

54s 1986 102.11 1.00C 5.10 4.57 A 
6/8 Community Public Service Ist 

(s.f.) 545 1991 102.00 es Of 74 4.57 A 
6/13 Missouri Edison Ist 5s 1991 101.25 117C 4.92 4.56 A 
6/14 Virginia Electric & Power Ist 4$s 
1991 101.19 85C 4.80 4.42 Aa 
6/15 Michigan Wisconsin Pipeline Ist 

(s.f.) 54s 1981 101.83 1.38C = 5.35 4.78 
6/15 Baltimore Gas & Electric S. F. 

Deb. 43s 1986* 101.07 JC 4:75 4.42 
6/16 Southern Electric Generating Ist 

(s.f.) 535 1992 101.54 84C 895.15 4.56 
6/20 Brooklyn Union Gas Ist (s.f.) 54s 

1986 ; 5.00 4.58 
6/21 Consolidated Edison Ist 4%s 1991* 100.80 70C 4.70 4.44 
6/28 Massachusetts Electric 1st 5s 1991 102.04 ; 4.87 


Common Stock—Offered to Stockholders 
6/13 Pacific Gas & Electric 71.00 
6/22 Northern Illinois Gas 49.50 30N 


N 


Common Stock—Offered to Public 
6/7 47 Public Service Electric & Gas .... 52.25  1.08N b a 
*Nonrefundable for about five years. **Offered to stockholders on a 1-for-20 basis. Rights expire 
July Sth. ¢Offered to stockholders on a 1-for-16 basis. Rights expire July 11th. C—Competitive. N—Ne- 
gotiated, a—It is reported that the issue was well received. b—It is reported that the issue was fairly well 
received, c—It is reported that the issue sold somewhat slowly. d—It is reported that the issue sold slowly. 
| Source, Irving Trust Company 
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years—so that there is less need to issue 
convertibles to cushion the effect on earn- 
ings than in earlier years.) The discus- 
sion of warrants is also of interest, al- 
though only one or two utilities, such as 
Public Service of New Mexico, have made 
a practice of issuing them in recent years. 
Sections of Chapter VI on the “Finan- 
cial Community” are of interest to utility 
executives, especially the discussion of 
“listing versus nonlisting.” Of the 124 elec- 
tric utility stocks listed in the monthly 
table in this department (in alternate is- 
sues of the ForTNIGHTLY), 73 are listed 
on the New York Stock Exchange, six on 
the American Exchange, and 45 are over 
the counter (or in a few cases listed on 
the Midwest or other out-of-town ex- 
changes ). The question as to whether over- 
counter issues should be listed in New 
York is a matter of frequent discussion. 
Utility executives usually seem to be some- 
what on the defensive with respect to 
keeping their stocks in the unlisted mar- 
ket. The book lists ten advantages and 
three possible disadvantages of listing. 
Major advantages are that certain types 
of investors will not buy in the over- 
counter market, and that listing provides 
a closer and better-reported market for 
stockholders, new or prospective. 


Reger VII, “Selling Senior Securi- 
ties,” discusses the question of com- 
petitive versus negotiated offerings, and 
also analyzes the requisites for a private 
sale of securities. The question of under- 
writing costs is also studied at some length. 
A table on page 237 lists all of the expenses 
asa percentage of proceeds; unfortunate- 
ly, the data are based on an SEC bulletin 
covering the years 1951-55, but the figures 
are probably still relevant. Refunding is- 
sues and exchange offers are also dis- 
cussed. 

Chapter VIII, which covers the sale of 
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common stock, discusses the issue as to 
whether stock should be sold through sub- 
scription rights (in some cases this is 
required by stockholders’ pre-emptive 
rights) or as a straight offering. The chart 
on page 254 is of special interest—it illus- 
trates the various factors contributing to 
the cost of common stock financing, which 
in this instance is calculated: to total 10 
per cent. This detailed discussion should 
be of very practical interest to the utility 
company official who is trying to fix a 
policy with respect to equity financing. The 
analysis of underwriting costs in connec- 
tion with rights’ issues, as compared with 
the cut in price which might be required 
for a direct offering, is also a valuable 
contribution. 

One of the special features of the book 
is the comprehensive treatment of investor 
relations, and as Mr. Childs remarks: 
“Success in this area is just as important 
as your capital structure, your dividend 
policy, or any other part of your long- 
term financing program.” 


HAPTER IX on investor relations de- 
votes about two-thirds of a page to 
the question “How to Tell What Analysts 
Want”; this section might well have been 
extended, especially as it does not give any 
specific advice to utility companies. The 
problem of maintaining personal contacts 
with security analysts (through local so 
ciety luncheon forums, other luncheons or 
dinners, receptions, due diligence meet- 
ings, planned trips to the company’s area, 
and personal calls by officials) should be 
quite helpful, though for many utility ex- 
ecutives this will be “old hat.” The dis- 
cussion of “written material” issued by the 
company is also worth while, and might 
well have been expanded—though it seems 
slanted more to industrial companies, and 
a special section for utilities would have 
been welcome. 
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TREND OF UTILITY STOCK GROUPS 
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The utilities fare better in Chapter X 
on “Profit Goal—Cost of Capital.” This 
devotes special attention to the electric 
utility company, since the cost of capital 
is an important factor in earnings. Cost 
may be calculated in three ways: (1) his- 
torical cost—the net cost of each piece of 
financing over a period of years, and the 
cost rate for the common stock (which 
should be applied to earned surplus for the 
year, as well as to new issues of stock) ; 
(2) spot or short-term cost, of interest 
only in connection with a particular financ- 
ing; and (3) current cost—covering a suf- 
ficient period of years to reflect a complete 
business cycle, in general five to ten years. 
Various items in costs are discussed such 
as market discount, underwriters’ com- 
pensation, expenses of financing (prepar- 
ing the prospectus, legal fees, etc. ). 

The final chapter, on “Tests of Good 
Financial Management,” outlines the 





GAS INDUSTRY EXPANSION 


NEW CONSTRUCTION EXPENDITURES 
MILLIONS OF DOLLARS 




















1946-50 1951-55 1956 1957 1958 1959 1960 * 
Li AVERAGE Jd 


SOURCE: AMERICAN GAS ASSOCIATION * FORECAST 











The gas utility and pipeline industry will spend a record $2.2 billion 
for the expansion of transmission, distribution and storage facilities 
in 1960. Near-record outlays of $1.7 billion in 1959 were more than 
twice as large as the industry’s average annual construction expendi- 
tures in the years 1946-50. 
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duties of top officials and stresses the ad- 
vantages of sound financial policy. 

The convenient format, flexible bind- 
ing, and readable print, as well as the com- 
prehensive chapter outlines, make the 
book easy to read as well as a valuable 
reference guide. 


- 


PG&E Announces Plans for 
Big Low-cost Atomic 
Power Plant 

usT as the utility industry—and_pos- 
J sibly Washington authorities—had 
become reconciled to postponing the day 
of competitive atomic power (even in 
high-fuel-cost areas) for a period of per- 
haps five years or more, Pacific Gas and 
Electric has announced plans for immedi- 
ate construction of a 325,000-kilowatt 
atomic power plant which would cost only 
an estimated $181 per kilowatt of capac- 
ity and produce energy at a cost of 5.6 
mills per kilowatt-hour with the first core, 
compared with the current conventional 
cost of 5.77 mills in the area, using oil 
at $2.25 a barrel. However, the estimate 
is based on a 90 per cent capacity factor 
compared with the usual 80 per cent, 
which automatically lowers operating 
cost; the latter also benefits by the saving 
of 0.4 mills in fuel cost resulting from 
the AEC’s recently announced price re- 
duction in the cost of enriched fuel. 

A detailed description of the proposed 
new plant has appeared in Electrical 
West's “Extra” for June 28th. The new 
“breakthrough in power economics” is 
attributed in part to the new principle of 
pressure suppression said to be a by- 
product of Pacific Gas and General Elec- 
tric’s collaboration in research and de 
sign. This principle was first applied to 
the 60,000-kilowatt Humboldt reactor al- 
ready under construction, for which 
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earlier claims had also been made that 
it would be competitive with the rela- 
tively high fuel costs in that area. Ex- 
perience with the small Vallecitos unit in 
California was also said to be favorable. 
All three use the boiling water principle 
developed by General Electric, as does the 
Dresden plant built by GE for Common- 
wealth Edison. Several years ago the 
forecast was also made that Dresden 
would be competitive, but after opening 
for a brief period last fall the plant has 
been closed because of trouble with fuel 
rods, and Commonwealth has apparently 
abandoned hopes that it will be competi- 
tive, at least with the first core. 


i in new PG&E plant will be located 
at Bodega Bay about fifty miles 
north of San Francisco. Apparently, an- 
nouncement of the company’s plans was 
held up until after the favorable Supreme 
Court decision with respect to safety re- 


quirements at the Fermi plant in Michi- 
gan. Some of the reduction in cotistruc- 
tion costs will be due to enclosing thé 
reactor and containment system in an 
underground structure instead of using 
the expensive sphere which has been a 
typical feature of atomic plants thus far. 
The turbine generator will use saturated 
steam at 1,000 psi and 550 F. The first 
core, approximately 75 tons of uranium 
enriched to about 23 per cent U 235 (fuel 
pellets in stainless steel rods), will have 
an estimated in-core fuel life of three 
and a half years. 

Assuming that the AEC and other au- 
thorities give prompt attention to the 
pending application, PG&E expects to 
start construction work in August and 
have the plant ready for full operation 
by the end of 1965. Site design allows 
for a total of four units and will thus 
make possible an ultimate nuclear station 
capacity of 1.3 million kilowatts. 
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FINANCIAL DATA ON GAS UTILITY STOCKS 


Divi- 


Approx. 6/30/61 
1 dend 


Revenues Price 
(Mill.) About Rate 


Ala, Tenn. Nat. Gas .... 28 $1.20 
American Nat. Gas .... 42 1.20 
Arkansas Louisiana Gas 37 1.00 
Colo. Interstate Gas .... 40 P25 
Columbia Gas System ... 
Commonwealth N. G, ... 
Consol. Nat. Gas 

E] Paso Nat. Gas 
Equitable Gas 

Houston N. G.. .....000% 
Kansas Nebr. Nat. Gas . 
Lone Star Gas 

Miss. River Fuel 
Montana Dakota Util. .. 
Mountain Fuel Supply .. 
Nat. Fuel Gas 

Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Peoples G. L. & Coke . 
Pioneer Nat. Gas 
Southern Nat. Gas 
Southern Union Gas .... 
Tenn. Gas Trans. ...... 
Texas East. Trans. ..... 
Texas Gas Trans. ...... 
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Recent Per Cent Increase Price- 
Share In Share Earns. Earn. 
seld Earns. Recent 5-yr. Avg. Ratio 


$1.57Ma 7% 178 
19.6 
23.8 


Div. Approx. 
Pay- Book 
out Value 


1.55Ma 
1.98Ma 
1.59Ma 
1.78Ma 
2.89Ma 
1.46De 
2.32Ma 
1.55Ap 
1.82Ma 
1.18Ma 
2.25Ma 
1.95Ma 
1.90Ma 
1.76Ma 
2.14Ma 
2.06Ma 
3.05De 
4.57Ma 
1.25De 
2.27Ma 
2.23Ma 
1.39Ma 
1.07Ma 
2.33Ma 
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Approx. 


Approx. 6/30/61 Divi- Recent Per Cent Increase ice- 
Revenues (Continued) Price dend i. Share In Share Earns. 5 \. : Re Mill) 
(Mill.) About Rate teld Earns. Recent 5-yr. Avg. (Mill. 


171 O Transcont. Gas P. LL. ... 22 1.00 : 1.15Ma 3 
389 S United Gas Corp, ...... 35 1.50 : 2.38My 


Retail Distributors 
Alabama Gas 

Atlanta Gas Light 
Berkshire Gas 
Bridgeport Gas 
Brockton-Taunton Gas .. 
Brooklyn Union Gas . 
Cent. Indiana Gas 
Chattanooga Gas 
Elizabethtown Cons. Gas 
Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water . 
Laclede Gas 

Louisiana Gas Serv. 
Mich. Gas Utilities .... 
Minneapolis Gas 

Miss. Valley Gas 
Mobile Gas Service .... 
New Haven Gas 

New Jersey Nat. Gas .. 
Nor. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas ... 
Pacific Lighting 
Piedmont Nat. Gas 
Portland Gas Lt. 
Providence Gas 

Rio Grande Valley Gas . 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Impr, ...... 
Wash. Gas Light 

Wash, Nat. Gas ........ 
Western Ky. Gas 
Western Power & Gas .. 


$2.34Ma 
3.79Ma 
1.09F 
2.22Ma 
1.54F 
*1.57Ma 
78Ma 
52F 
3.41De 
2.10Ap 
3.38Ma 
1.96Ma 
1.49Ap 
1.60Ma 
1.21Ma 
.87Ma 
1.97Ma 
1.80Ma 
1.50My 
2.94De 
*1.57Ma 
2.32Ap 
1.18Je 
*1.62Ma 
3.05Ma 
89Ma 
1.44De 
.63De 
.29De 
1.35De 
1.48Ma 277 
3.48Ma 18.4 
4.18Ma > 15.3 
1.52Ma 14 19.1 
1.42Ma 11 16.9 
1.50Ma 8 16.7 
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FINANCIAL DATA ON TELEPHONE, WATER, AND TRANSIT STOCKS 


Approx. 6/30/61 Divi- Recent PerCent Increase Price- Div. — 
Revenues Price dend Appros. Share In Share Earns. Earn. P. Boo! 
(Miil.) About Rate teld Earns. Recent 5-yr. Avg. Ratio out Value 


Communications 
$7,920 American T. & T. (Cons.) 117 $3.60h 1% = a 5% 5% ys 0 
405 A Bell Tel. of Canada .... 52 2.20 : 51De 5 20.7 
54 Cin. & Sub. Bell Tel. 107 4.50 ; $20De 18.2 p t 
317 Mountain States T. & T. .90 : 1.16F 25.0 ») eralized 
405 New Eng. T. & T. 1.90 : 2.38Ma 19.3 » rate of 
1:335 S° Pacific T. & T. 1.14 i : $27.3 cent stc 
136 So. New Eng. Tel. ..... 2.20 19.2 ‘ ae 


a5 to be e: 
4% 21 —Pavi 


able Ja 
payable 
31, 1960 


tals 


RES 


Sj 


Independents 

Anglo-Canadian Tel, ... $1.20 28% $3.39De D1%. 18% 12,7 
British Col. Tel. 2.20).: 46 2.73Ma_ Dil — 17.6 
Calif, Inter.. Tel. 40;.; 3.3 1.33Ma 150 NC 15.8 


1961 118 
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ues 7 Price 
Rel) (Gaontaemsed) About 
28 O Calif. Water & Tel. .... 36 
35: O: Gentral Fels s. (43 vi. < 28 
6 O Commonwealth Tel. .... 26 
6 O* Plorida Tel. j.cc.weved.. 26 
1,174 S General Tel, & Elec. .... 26 
25 O Hawaiian Telephone .... 18 
10 O Inter-Mountain Tel...... 19 
lt: As Peetto Rigterel.... J. ..% 83 
TSS FROCHOSIGT? TEM. .ccsececs 26 
5 O Southeastern Tel. ...... 23 
14 O Southwestern St. Tel. .. 30 
14 O Tel. Service of Ohio ... 35 
47 O United Utilittes-. 4. #5.. 26 
22 O West Coasts'Tél.i .2.:.. 34 
277 S Western Union ........ 41 
AVECFageS. .... ss. es 
Water Companies 
Llolding Companies 
$51 S American Water Works . 25 
Operating Companies 
$ 6 O Bridgeport Hydraulic .. 44 
17 O Calif. Water Service . 24 
7 O Elizabethtown Water ... 37 
13 S Hackensack Water ..... 57 
10 O Indianapolis Water ..... 29 
6 © Jamaica Water ........ 46 
6 O New Haven Water .. 72 
3 O Ohio Water Service .... 28 
13 O Penn, Gas & Water .... 33 
12 O Phila. & Sub. Water .... 35 
11 O South. Calif. Water .... 29 
4 O Southern Gas & Wate 25 
Averages .....cee08 
Transit Companies 
$21 O Baltimore Transit ...... 10 
11 O Cincinnati Transit ...... 8 
68 S ‘Fifty Ave“Lines’ 453... 21 
323 S Greyhound Corp, ...... 24 
38 S Nat Gity Lines ....... 24 
13 O Niagara Frontier Trans. 16 
20 A Pittsburgh Rys. ........ 16 
6 O Rochester Transit ...... 7 
20 *O "St: Wouisit On A eee 10 
13° (S!! Dein Gage Tic sts 14 
A: ©. United, Transit ...0...+.- 7 
Averages .......... 


31, 1960. NC—Not comparable. 
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2.29Ma 
1.61De 
1,56De 
1.33Ma 
+ .99Ma 


$1.55Ma 


$2.35De © 


1.49Ap 
1.46De 
*4.05De 
1.68Ma 
2.99Ma 
3.49De 
1.68Ma 
1.76Ma 
1.57Ma 
1.58Ma 
1.50Ma 


$ .52De 
55De 
1.07De 
1.64De 
1.73De 
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Recent Per Cent Increase 
In Share Earns. 
Recent 5-yr. Avg. 


14 
3 





D16% 


26% 
Dil 
D16 
*D7 
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3% 
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3% 


16.1 


18.7 
16.1 
25.3 
*14.1 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. *Deferred taxes resulting from lib- 
eralized depreciation are not normalized. If normalized, the price-earnings ratio would be higher, and the 
rate of increase in share earnings would be smaller. {On average shares. D—Decrease. a—Also 10 per 
cent stock dividend October 24, 1960. b—Also 2 per cent stock dividend September 30, 1960. d—Fifty cents 
paid thus far in 1961, payments irregular, f—Regular annual 2 per cent stock dividend included in yield. 
) g—Stock split 5 for 4 to stockholders of record October 11, 1960. h—Dividend rate of $3.60 per annum 
to be established beginning with July 10, 1961, payment. r—Three per cent stock dividend January 16, 1961. 
t—Payments irregular, $1 paid in 1960, fifty cents thus far in 1961. v—Also 3 per cent stock dividend pay- 
able January 6, 1961. (Similar dividend was paid January 7, 1960.) x—Also 124 per cent stock dividend 
payable October 7, 1960. y—Excluding two abnormal gains. z—Plus 3 per cent stock dividend December 
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Value 
59 44 
55 34 
64 5 
75 38 
77 42 
69 42 
87. 54 
54-44 
56 31 
74 39 
77 39 
27 34 
67 39 
69 40 
82 82 
65% 
64% 19% 
86% 54% 
3] 
96 64 
59 34 
71 32 
74 29 
97 55 
89 32 
80 33 
54 30 
70 28 
67 19 
76% 
96% 49% 
73 55 
93 65 
67 70 
116 94 
38 75 
—_ 90 
46 100 
151 94 
87 65 
111 53 
84% 




















What Others Think 


Survey of Japan’s Fuel and Power Industries 


. fuel requirements of Japan’s 
rapidly expanding industries and its 
increasingly consumer-oriented economy 
are receiving considerable attention in 
connection with the government’s ten- 
year plan to double national income, it 
was reported recently. 

A comprehensive survey of all sectors 
of Japan’s fuel and power industry, made 
by the Fuji Bank, Ltd, Japan’s 
largest commercial institution and sent to 
its New York agency, points out the 
similarity of the problems faced by Japan 
and the countries of Western Europe. 

All of these—the need to import fuel, 
particularly petroleum, a depressed coal 
industry, hydroelectric power already 
producing at close to capacity—are com- 
pounded for Japan because of the coun- 
try’s great deficiency in fuel resources. 

One of the aims of the ten-year plan 
will be to rationalize the entire industry, 
since previous economic planning has been 
somewhat disrupted by a lag in power 
production. The bank’s survey indicates 
that the principle of “freedom of choice” 
based on an adequate supply of low-cost 
fuel and power, advocated by the Robin- 
son Report of the OEEC’s Fuel Ad- 
visory Committee in February, 1960, has 
strongly influenced Japanese thinking. 
Long-range planning centers on insuring 
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adequate power supplies at economically 
competitive prices, reducing the propor- 
tion of foreign exchange expended for 
fuel imports, and bringing supply and de- 
mand into equilibrium. 


fies achieve these goals the Japanese 


government must solve a number of 
pressing problems: (a) reduce and stabi- 
lize fuel prices; (b) finance $17.5 billion 
of new capital equipment; (c) obtain a 
constant supply of imported fuel while 


limiting the foreign exchange burden; 


and (d) secure additional needed sites & 


for electric power plants and refineries. 

The bank’s analysis revealed these 
points: 

Japan’s fuel requirements in 1970 are 
expected to be 2.3 times as great as in 
1959, implying an annual growth rate of 
7.8 per cent, the same rate anticipated 
for the economy as a whole. While overall 
consumption will increase importantly, 
the projected consumption pattern wil 
change only slightly from 1959 propor- 
tions, The changes, however, reflect 
Japan’s ever-increasing industrialization 


and the shift in emphasis from primary & 


to secondary and tertiary industries. 


Within the overall picture, the greatest : 


change will occur in sources of power. 


Traditional fuels—coal, lignite, firewood, 
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charcoal, and hydroelectric power—will 
continue to decrease while the use of 
petroleum and thermal electricity will 
greatly increase. The proportion of elec- 
tricity to the total power supply is ex- 
pected to rise from 38.5 per cent in 1959 
to 46.6 per cent in 1970 and to exceed 50 
per cent by 1980. 


oxe 1951 Japan’s requirements for 
electric power have been growing at 
an annual rate of 11 per cent. With the 
rapid dwindling of economically exploit- 
able reserves of water power, electricity 
in the future will be largely generated by 
thermal plants. The present 6-to-4 ratio 
of hydro to thermal power will be re- 
versed by 1970 and is expected to become 
a 2-to-8 ratio in 1980. Generating capac- 
ity in 1970 will reach 57 million kilo- 
watts, of which 35 million kilowatts will 
be thermal plants. 

The ten-year plan does not specify the 
type of fuel to be used for this increased 
generating capacity, apparently reflecting 
the government’s reluctance to propose a 
policy running counter to the interests of 
the domestic coal industry. Meanwhile, 
the electric power companies already are 
switching to heavy oil, for which equip- 
ment costs as well as fuel consumption 
are cheaper than for coal. 

By 1970 petroleum will become Japan’s 
primary fuel source, supplying 50 per 
cent of total requirements, compared with 
30 per cent in 1959, Greatest increase in 
demand will be for heavy oil, largely be- 
cause of the changeover to heavy oil- 
generating facilities. Refined crude oil 
production will reach 89 million kiloliters 
(nearly 750 million barrels), 3.6 times 
current volume, requiring a tripling of 
refinery capacity to 2,050,000 barrels per 
day. 

To expand refinery capacity to meet 
the anticipated demand for heavy oil 


will result in a large overproduction of 
gasoline with a resultantly serious effect 
on gasoline prices. Despite the efforts of 
the refineries to raise heavy oil output 
without increasing gasoline production, 
there is at present a glut of gasoline and 
prices tend to be soft. Moreover, the im- 
pending liberalization of trade has 
prompted the power companies and the 
steel industry to demand further price 
concessions from the refiners. 


I reply, the refineries curtailed produc- 
tion 10 per cent in April, from 621,- 
000 to 560,000 barrels per day. This 
action already is under investigation by 
the Fair Trade Commission on _ the 
grounds that if it was based on an inter- 
company agreement, it may constitute a 
violation of the antimonopoly law. 

The refineries’ future hopes are pinned 
largely on the greatly increased naphtha 
requirements of the expanding petro- 
chemical industry. Some government ex- 
perts optimistically estimate that by 1970 
petrochemical production will require 10 
million kiloliters (2,641,700,000 gallons) 
of naphtha rather than the 3.1 million 
kiloliters (818,927,000 gallons) called 
for in the ten-year plan. 


A in the United States and Western 
Europe, Japan’s coal industry pre- 
sents a special and thorny problem. A 
rationalization plan developed by the 
Ministry of International Trade and In- 
dustry in December, 1958, characterized 
the coal industry as “structurally de- 
pressed” and proposed an orderly retire- 
ment of uneconomic operations by limit- 
ing production to 55 million tons a year. 
To place coal on a better competitive foot- 
ing, the ministry also proposed lower 
prices, a reduction in the labor force, and 
increased productivity. With improved 
productivity, by 1963 the industry expects 
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to achieve its 55 million ton output with 
60,000 fewer workers. 

Whether the coal industry can secure 
a stabilized market even for this limited 
production remains to be seen. At present 
long-term contracts are under negotiation 
with the industry’s largest customers, the 
electric power and steel companies. Be- 
cause coal constitutes one of Japan’s few 
natural resources and thus does not re- 
quire foreign exchange, and the industry 
absorbs a large number of workers, the 
government will almost certainly continue 
a protective policy. Ironically, while 
domestic production is cut back, imports 
of special purpose coal are expected to in- 
crease sizably during the next decade. 


N° important role for atomic energy 
in generating electricity is foreseen 
in the near future. In February this year 
the Atomic Energy Commission published 
its long-range plan for the development 
of atomic power, which called for the 
generation of 1,000 megawatts of elec- 
tricity by 1970. Lhese figures have been 
included in the ten-year plan as part 
of thermal power production. Making 
atomic power production economically 
competitive remains the greatest stum- 
bling block to its utilization. 

Among other fuel sources, Japan’s re- 
serves of natural gas are insufficient for 


more than limited use. Firewood and 
charcoal, which twenty-five years ago 
were more important than petroleum, 
have been reduced to a precarious ex- 
istence as household fuels for farms and 
outlying villages. As living standards rise 
and electric home appliances spread to 
country districts, wood and charcoal are 
expected to virtually disappear. 


N conclusion, the survey notes that the 

major problem facing the industry as 
a whole will be to keep pace with the rate 
of economic growth called for in the ten- 
year plan. Dependency on imported fuels 
will increase from 34 per cent in 1959 to 
59 per cent in 1970 and to 73 per cent by 
1980. While the proportion of fuel to 
overall imports will rise only from 17.4 
per cent in 1959 to 18.8 per cent in 1970, 
the total volume of imports will require 
greatly increased foreign exchange and a 
corresponding increase in exports. 

Even if a high level of exports can be 
maintained and sufficient foreign ex- 
change generated, the fact that Japan 
must import between 60 and 70 per cent 
of its fuel constitutes a problem in itself. 
Now under consideration are steps to re- 
duce industrial fuel consumption through 
technological improvements and a re- 
examination of development plans for 
atomic energy. 





Government Control and Investor-owned Utilities 


NVESTOR-OWNED utilities are “sitting 

ducks” for those persons and groups 
who are dedicated to the expansion of the 
welfare or socialistic state. This was the 
opinion of Stanford Hoff, former chair- 
man of the public service commission of 
Maryland, in his address before the an- 
nual spring business conference of the 
Maryland-District of Columbia Utilitics 
Association. 
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He said that utilities are engaged in 
an apparently losing battle to prevent 
the expansion of government control, or 
“creeping Socialism.” Hoff said that a 
facet of this trend relates to public pow- 
er, others with a phase in which govern- 
ment competes in the field of communica- 
tions. Whatever the nature of the pub- 
lic service, investor-owned companies 
have felt the burden of taxation which 
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WHAT OTHERS THINK 


the welfare state imposes, he explained. 

Backers of governmental control have 
found it politically expedient to make the 
public service companies “whipping 
boys,” Hoff continued. This has come 
about, he believes, because regulation is 
in itself socialistic. For the benefits of 
achieving a noncompetitive status utilities 
have become subject to governmental con- 
trol and regulation. Customers, who more 
and more are identifying themselves as 
the beneficiaries of government, rather 
than its defenders, consciously or other- 
wise, are seeking more controls in the 
hope of increased benefits. 


HH" said this attitude toward a utility 
is partially inspired by the fact that 
it is so closely associated with and a part 
of the daily lives of so many people, like 
police and fire departments. 

And things are getting worse instead 
of better, he stated. Hoff saw no evidence 
of reversal of the trend toward a more 
socialistic welfare state, no signs of en- 
lightenment among those who regard util- 
ities as, at least, semigovernmental agen- 
cies, and no sign of reduction of any 
form of taxes utilities are required to pay 
or collect. If utility owners wished this 
present state of affairs to continue, Hoff 
suggested they do exactly as they had done 
in the past. However, if they found these 
matters gave them some concern, he of- 
fered several suggestions under three 
headings: public relations, lobbying, and 
politics. 

He noted that many concerns have 
tried to improve their public relations. 
Much still remains to be done. Impres- 
sions are formed by contacts with meter 
readers, servicemen, drivers, cashiers, 
and the like. Because unhappy customers 
are the people who cheer the loudest when 
politicians disparage the regulated indus- 
tries, the “alienation of the affections of 


the public is not a luxury” that any util- 
ity can afford, Hoff stated. He begged 
the utility companies under no circum- 
stance to ignore that phase of the pub- 
lic relations program, or personnel train- 
ing program, that will instill in the em- 
ployees the necessity for constant care in 
the manner in which they meet and treat 
the public. 


1 iimecigi company executives should 
not look upon lobbyists as members 
of a dirty profession, he continued. Those 
lobbyists who conduct themselves within 
the confines of propriety render real as- 
sistance and advice to legislators. They 
are frequently akin to expert witnesses in 
a rate case and can furnish reliable infor- 
mation which is not otherwise available. 
Utilities should not share the public opin- 
ion that lobbying is related to dirty poli- 
tics and should be avoided at any cost. 
If this attitude is adopted, he believes 
utilities will be doing themselves a dis- 
service and missing an opportunity to pro- 
tect themselves from harmful legislation. 

Hoff admitted there are dangers in 
overlobbying, but added that the industry 
has not fully recognized the benefits of 
closer liaison with legislators and other 
law-making bodies, both in session and 
out. It is unfortunate that utility person- 
nel avoid politics “like the plague,” he 
said. The great majority of state senate 
and house members are lawyers, doctors, 
insurance men, etc., he pointed out, and 
only a small number have any experience 
with small business, and none at all are 
even closely associated with big business. 


H°™ urged people in the utility indus- 
try to take a close interest in poli- 
tics. Utilities cannot protect their inter- 
ests by ignoring the realities of politics, 
and assuming a purely defensive attitude. 
Utilities are involved in politics, whether 
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it that people who know of and are sym- 
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they like it or not, he explained. They 
should take an interest in politics and pol- 
iticians, at least to the extent of seeing to 





pathetic with utility problems seek public 
office and get encouragement and sup- 
port from the industry. 






—M. B. P. 








Ox June 11th and 12th, the Senate 
Committee on Interior and Insular 
Affairs heard testimony regarding Senate 
Resolution 105, which would establish a 
special committee to study the nation’s 
fuels and energy resources and require- 
ments. 

Testifying in support of the resolution 
was Philip Sporn, president of the Ameri- 
can Electric Power Company. He stated 
that the nation will have to rely, during 
the next four decades, upon fossil fuels— 
oil, natural gas, and coal—for at least 80 
per cent of its energy requirements. The 
demand is expected to be at least two and 
one-third times greater than it was in 
1960. Mr. Sporn said there is no need for 
apprehension about the continued avail- 
ability of all the energy necessary to meet 
existing and projected requirements 
through the year 2000, provided we con- 
tinue to administer our industry and our 
social-economic system so as to make pos- 
sible the continuation of the exploration, 
exploitation, and development of these 
energy resources with which we are so 
richly endowed. 

He warned, however, that at present 
all energy resources industries are beset 
by numerous difficult problems, which he 
described as the severe economic recession 
in the coal industry, the question of 
energy imports—both oil and gas—as 
they affect all our domestic energy in- 
dustries, questions of regulation of our 








Senate Hears Testimony on Fuels Policy 








natural gas production and use, and the 
very difficult problem of determining the 
extent to which human and material re- 
sources should be devoted to the produc- 
tion of nuclear energy. 







7 only way to resolve the conflicts 
and difficulties within and among our 
energy resources industry is to develop a 
sound national fuels policy based on a 
full and careful study of the nation’s 
energy resources base, the long-term ex- 
pansion of the demands to be placed on 
these resources, and the existing energy 
resources policies that may conflict with 
each other and with the best long-term 
interests of the country, he declared. 

From such a careful study, guide lines 
for a national fuels policy should emerge 
that would serve to resolve contradictory 
and conflicting regulatory, legislative, and 
administrative policies with respect to our 
energy resources, Mr. Sporn said. 

Mr. Sporn stated that by 1975, nuclear 
energy can be expected to provide only 
2 per cent of the total energy demands of 
the nation and by 2000 it will provide 
only 20 per cent of the total, even under 
the most optimistic assumptions. 

By 2000, he declared, the requirement 
for petroleum will be more than twice 
the 1960 level and bituminous coal will 
have to supply almost double the 631 
million tons maximum annual production 
ever achieved by the coal industry. 
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The March of 


Events 


House Passes Delaware 
Compact Bill 


he & House of Representatives on 


June 29th passed the Delaware River 


| Basin Compact Bill. The measure would 
| set up a five-member interstate and fed- 
eral commission to develop and operate 
— the Delaware river basin resources. 


The House on a voice vote approved 


| the compact after defeating 257 to 92 


an attempt to send it back to the Judiciary 


| Committee with instructions to take away 
» the vote of the federal member. 


The commission would be made up of 


} one federal representative appointed by 
' the President and officials from Pennsyl- 


vania, New York, New Jersey, and Dela- 


_ ware. 


The Pennsylvania legislature on June 


| 22nd gave its approval to the proposed 
| interstate compact. The other three states 
involved already had passed the measure. 


The compact provides for long-range 


| development of the watershed, including 


water resources and flood control. It also 


| incorporates earlier agreements among 
| the states on use of the river’s water. 


FPC Commissioner Named 


| eee Kennedy on June 30th named 
Texas oil executive and Interior De- 
partment official, Lawrence J. O’Connor, 
to a five-year term on the Federal Power 
Commission. He succeeds Arthur Kline, 
whose term recently expired. 

Since 1960, O’Connor has been admin- 
istrator of the oil imports office in the 
Interior Department. O’Connor, forty-six, 
was educated at Rice Institute in Houston 
and at the Harvard Graduate School of 
Business Administration. 

Before joining the Interior Department 
in 1959, O’Connor worked for about a 
year as an independent petroleum con- 
sultant in Houston. 

Mr. O’Connor is a Democrat, as are the 
first two administration appointees, Joseph 
C. Swidler, who will be the chairman, and 
Howard Morgan. The present chairman, 
Jerome K. Kuykendall, may leave the com- 
mission this year. To ease the transition 
to Mr. Swidler, he is remaining until Sep- 
tember 1st as chairman. Whether he will 
continue to serve as commissioner for the 
rest of his term, which expires June 22, 
1962, is doubtful. 


Connecticut 


Rate Adjustment Proposed 


| T= Hartford Electric Light Com- 


pany has asked the Connecticut Pub- 


lic Utilities Commission to approve a 24 
per cent tax adjustment of all of its rates 
without holding a public hearing. The 
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company’s proposal would increase the 
bills of all of its electric and gas cus- 
tomers by 2} per cent, effective July 1st. 
The utility told the commission that it 
needed the adjustment to help cover an 
increase in the gross earnings tax rate 
from 1} to 4 per cent, approved earlier by 
the state legislature. 

H. B. Carey, Jr., vice president and 


general counsel of the company, said im- 
mediate relief “is necessary. A hearing 
on this matter, at this time, with the 
added cost to the company, would cause 
unnecessary delay and result in a further 
adverse impact on the company’s f- 
nances.” He said the commission has the 
necessary discretionary authority to per- 
mit the adjustment without a hearing. 


Florida 


New Gas Franchise Vote Set 
ma | ‘aE Miami City Commission last 


month OK’d a new city-wide fran- 
chise vote in the Houston Gas Company 
rate case. The action came after Miami 
Jaycee leader, Sanford Freed, who spear- 
headed the fight against previous Houston 
rate plans, reported the new proposed 
rates are both fair and acceptable. 
Commissioners, meeting informally, 
indicated they would set the special refer- 
endum for November. It will be a part of 


the regular city election. Houston officials 
said they were satisfied with the plan and 
agreed to put up $5,000 toward the cost 
of the election. 

Freed reported that the new rate plan 
means a substantial reduction for private 
residences using the gas. He said the 
monthly residential minimum has been 
reduced from $2 to $1.50, that discon- 
nect charges have been eliminated, that 
interest will be paid on deposits, and the 
10 per cent penalty for delinquent bills 
has been removed. 


Louisiana 


Arkla Enters Gas Generation 
Unit Business 


i mmene a subsidiary company, Ar- 
kansas Louisiana Gas Company will 
enter the manufacture and fabrication of 
gas power generation equipment, the 
company announced at Shreveport last 
month. 

W. R. Stephens, Little Rock, Arkan- 
sas, president of Arkla, said the Arkla 
Air Conditioning Corporation, a wholly 
owned subsidiary, had agreed to purchase 
most of the assets of the Ingersoll Cor- 


poration of Shreveport, which has been 
a leading dealer and fabricator of nat- 
ural gas engine-driven generation assem- 
blies for oil field, small municipal, and 
other uses. The purchase price was $75,- 
000 for land and building, not including 
inventory. 

Stephens said the new division of Arkla 
will expand the gas company’s emphasis 
regionally and nationally on the rising use 
of gas-operated engine units for independ- 
ent production of electric power by com- 
mercial and industrial consumers. 


Missouri 


Commission Notified of Student 
Fare Ban 


0 notification of elimination of 
the 15-cent student fare, effective Sep- 
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tember Ist, was filed last month by St. 
Louis Public Service Company with the 
state public service commission. The com- 
mission authorized elimination of the 
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student rate in-an order issued last De- 
cember. The filing of the tariff was in 
compliance with that order. Effective date 
of the change was set by the commission 
as September Ist to coincide with the start 
of the school year. 

Letters were sent earlier this year by 
the company to officials of all boards of 


education and school districts. where re- 
duced student rates have been in effect. 
The letters notified them that the fare 
would be discontinued on September Ist, 
under authority of the commission, unless 
some plan of subsidy could be arranged. 
A company spokesman said no such plan 
had been submitted. 


New Mexico 


Gas Rate Order Set Aside 


A JUDGMENT setting aside a denial by 
the state public service commission 
of a rate increase sought by Southern 
Union Gas Company has been entered in 
Santa Fe by District Judge Clyde C. Mc- 
Culloh. 

The court also remanded the applica- 
tion back to the state commission. Lee 
Chambard, chairman of the commission, 
said his agency had thirty days to file an 
appeal of the judgment in the state su- 
preme court. 


In the court’s conclusions of law, there 
was included a finding that the commis- 
sion’s order, issued April 29, 1960, is 
“unreasonable, arbitrary, and confiscatory 
and violates the due process of law provi- 
sions of both the U. S. and New Mexico 
constitttions.” 

The court vacated the commission’s or- 
der which flatly denied rate increases that 
included a 25 per cent boost for residen- 
tial customers. The increases have been 
in effect on a provisional basis since Sep- 
tember 1, 1959. 


New York 


assembly in 1952 and to the state senate 
in 1954. He won his first two-year term 
as presiding supervisor a year later. 

The appointment of Mr. Larkin to the 


Governor Names 
Commissioner 


ieee P. Larkin of Floral Park, 
Long Island, presiding supervisor of 
the town of Hempstead, was appointed 
to the state public service commission last 
month by Governor Rockefeller. The 
usual time elapse of a week or more be- 
tween the appointment and induction was 
dispersed with. Mr. Larkin was sworn in 
immediately by the governor at his office 
in New York city. 

Mr. Larkin was elected to the state 


North 


Power Bill Rejected 
ae by the public utilities commit- 
tee of the state senate was a bill 
which would have permitted a group of 


$24,000-a-year commissionership was 
made possible by certification by the com- 
mission chairman that an additional com- 
missioner was needed to assist with the 
work load. 

The state commission normally has 
five members, but under a 1949 law it is 
empowered to certify that one or two 
additional commissioners are needed. 


Carolina 


western counties in the state to negotiate 

for purchase of Nantahala Power & Light 

Company transmission facilities. 
Nantahala, a subsidiary of the Alumi- 
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num Company of America, seeks to sell 
its distribution system, retaining its hydro- 
electric facilities. Duke Power Company 
reportedly has been negotiating to pur- 
chase the system, at a price of about $4 
million. 

The rejected legislation was sponsored 
by Senator Frank Forsyth of Cherokee. 
It would have provided for the creation 
of a power district consisting of the fol- 
lowing counties: Clay, Cherokee, Graham, 
Macon, and Swain. Forsyth had sug- 
gested that the power district buy the 
transmission facilities and purchase power 
from the Tennessee Valley Authority. 


Electric Co-op Bill Killed 


F  Ngeetera electric co-operative bill was 
shelved in the state senate after it 
had been amended to change its original 
intent. 

In its original form, the bill would 
have allowed rural co-operatives to con- 
tinue operating facilities annexed into mu- 
nicipalities. 

Private power companies and the State 
League of Municipalities succeeded in a 
drive to have it amended into a bill which 
would have required co-operatives to sell 
out such facilities. Its original backers 
then moved that the bill be killed. 


Pennsylvania 


Gas Budget Data Given 


© yatenpne MANAGER Charles G. Simp- 
son of the city-owned Philadelphia 
Gas Works told the city council’s finance 
committee recently the company would 
spend $7,281,200 for new distribution fa- 
cilities to supply gas to new homes, apart- 
ments, and industrial customers next year. 

Simpson said this was 64 per cent of 
the company’s anticipated capital expendi- 
tures of $11,303,700 in the 12-month pe- 
riod. The balance, he said, would be spent 
for new production facilities, plant addi- 


tions, and replacements. He put the com- 
pany’s capital needs at $61,708,000 for 
the next five years. 

Simpson’s appearance was said to make 
the first time the company had submitted 
its capital budget for councilmanic ap- 
proval. 

Councilman Victor E. Moore, com- 
mittee chairman, said the action stemmed 
from a request made during last year’s 
probe of the gas works. Simpson 
said the company had no objection to 
the new regulation. 


Texas 


Commission Rules Itself Out 


(a state railroad commission recent- 
ly ruled it has no jurisdiction in a 
dispute over who will supply gas to San 
Antonio customers. United Gas Corpora- 
tion, Shreveport, Louisiana, had appealed 
to the commission to void an order by 
the San Antonio Public Service Board 
which gave the contract to a new com- 
pany, Alamo Gas Supply Company. Of- 
ficials of United Gas, which has supplied 
gas in the city for thirty years and claims 
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a $40 million investment in the area, had 
no comment on the state commission’s 
decision. A spokesman for the company 
said it had not had time to decide on a 
course of action. 

The San Antonio board in mid-June 
gave Alamo Gas Supply a contract to sup- 
ply natural gas at fixed prices for twenty 
years starting April, 1962. Its bid was 
$30 million lower than the next low bidder 
among five companies competing for the 
contract, a board spokesman said. 
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Trends and Topics 


Managerial Discretion As to Rate Structures 


OMMISSIONS are charged with the duty of fixing just and reasonable rates, 
but they often go beyond the question of reasonableness of rates as a 
whole and examine rate structures. It is their duty to insist upon rates which 
are not discriminatory as between different customers. Some commissions, 
however, have disclaimed authority to go into detailed questions of rate struc- 
ture, holding that the design of rate schedules is a managerial function of 
the public utility company. 


Managerial Discretion Recognized 


The Massachusetts Department of Public Utilities, in a recent rate decision 
involving Dedham Water Company (38 PUR3d 169), criticized a rate struc- 
ture differentiating between customers, but it quoted from its decision in the 
Boston Edison Company case (24 PUR3d 153, 159) to the effect that the 
department leaves to the discretion of management the task of establishing 
the rate structure, as distinct from the rate level, unless it determines that 
unreasonable discrimination exists. The theory behind this position was said 
to be clear. On the question of what a utility is entitled to earn, its interests 
and the interests of its customers are divergent. The former desires higher 
earnings, while the latter wishes lower rates. Once this issue has been deter- 
mined, however, this divergence of interests is no longer necessarily present. 
The company ordinarily gains no advantage by placing an undue burden on 
some of its customers to the benefit of others. 

The Massachusetts commission many years ago expressed similar views, 
as, for example, when it was passing upon street railway rates on complaint 
of Federated Civic Clubs v Springfield Street R. Co. (PUR1925A 127). It 
said that the commission was not justified in substituting its judgment for 
that of the officials of a street railway unless proposed rates were unreason- 
ably high. The same view was expressed in a case involving Edison Electric 
Illuminating Company (PUR1928D 859) when it said that except under un- 
usual circumstances, and unless some unreasonable discrimination occurs, the 
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establishment of rates for different classes should generally be left to the dis- 
cretion of the company. The same opinion was expressed in the Springfield 
Gas Light Company case (70 PUR NS 82). 

The Massachusetts supreme judicial court, reviewing a rate decision involv- 
ing New England Telephone & Telegraph Company (88 PUR NS 73), in 
which the commission had refrained from interfering with managerial dis- 
cretion, approved the general principle that a public regulatory board cannot 
assume the management of a company and cannot, under the guise of rate 
making, interfere in matters of business detail with the judgment of company 
officers reached in good faith and within the limits of a reasonable discretion. 

That case, however, did not relate to rate structures but to the question of 
a debt ratio (83 PUR NS 238). 

A Canadian commission declared that, after it had performed its function 
of ascertaining a rate base and the amount of revenue required, the deter- 
mination of proper rate schedules is the function of management. Its action 
should not be interfered with unless it is clearly demonstrated that the T 
schedules are unfair, unjust, or unduly discriminatory as between different 
classes of customers (95 PUR NS 201). 

A utility company, says the New Mexico supreme court, has a common-law 
right to fix its own rates and adopt such rate schedule as it considers just and | 
reasonable and place such schedule in effect, subject to the commission’s right — 
to investigate the reasonableness of the rates (28 PUR3d 348). a 
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Initiation or Substitution of Rates dictio 
— , , ceedir 
Nevertheless many commissions, with the approval of courts, do substitute es 


rates in place of those proposed by a public utility company. In one case a 
involving Virginia Electric & Power Company the Virginia supreme court connie 
a ‘ amot 

upheld commission power to change, fix, and substitute for any filed schedule, etal 
rate, rule, or regulation found to be unjust, unreasonable, insufficient, or 
unjustly discriminatory, any other schedule, rate, rule, or regulation affecting 
the rates charged, provided they are found to be just and reasonable. The 
power of the commission, said the court, is not limited to the mere change 
of a particular rate that the public must pay for service, but it has power to 
change any part of a filed schedule, rate, rule, or regulation (11 PUR3d 438). 
The power of the Arkansas commission to eliminate escalator clauses from 

a proposed rate schedule was upheld by the state supreme court (14 PUR3d 
52). An Indiana court said that the allocation of an authorized revenue in- ( 
crease between different classes of ratepayers is within the discretion of the Th 
commission (22 PUR3d 13). An Illinois judicial decision supported the view iad 
that the statutory authority of the commission to approve rate schedules sae 
embraces more than the authority to approve rates fixed in terms of dollars hates 
and cents. A rate schedule may contain provisions which affect the dollar and wenn 
cents cost of the product sold. The commission was held to have statutory a prin 
authority to authorize an automatic cost of gas adjustment clause (24 PUR3d dine’ 


334). that | 
The Ohio commission said that its responsibility in a rate proceeding en- 
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compasses the reasonableness of both the overall gross revenue and the rate 
schedules requisite to produce such revenues (27 PUR3d 66). 

The Montana commission said that the establishment of initial rates, 
although a function of management, does not preclude the subsequent right 
of the commission to revise or restrain such rates after proper investigation 
(PURI1928E 803). The North Dakota supreme court said that the commis- 
sion is not limited to an approval or denial of a rate proposal but may order 
any schedule of rates which will yield the utility a just and reasonable return 


(33 PUR3d 531). 





Review of Current Cases 


State Court Has Jurisdiction over Interstate Pipeline’s 
Suits to Recover Overpayments to Producers 


jhe U. S. Supreme Court ruled that a 
Delaware trial court had jurisdiction 
to entertain suits by an interstate natural 
gas pipeline company, Cities Service Gas 
Company, to recover from gas producers 
overpayments resulting from a Kansas 
minimum price order which was finally 
held invalid. Only the question of juris- 
diction was before the court in this pro- 
ceeding. 

Until the state minimum price order 
was invalidated, Cities Service paid the 
amount required by the order, over and 
above the existing contract price, in order 
to avoid the penalties provided by Kansas 
law for violation of the order. Cities 
Service made it clear to the producers, 
however, that it paid the higher, mini- 
mum price involuntarily and subject to its 
legal rights to recover the excess pay- 
ments. 


Contract Basis under State Law 


The Delaware supreme court had sus- 
tained the jurisdiction of the state trial 
court, pointing out that the pipeline’s 
claims were not founded upon any liability 
created by the Natural Gas Act, but upon 
a private contract deriving its force from 
state law. Against this view, it was argued 
that prices to be paid for natural gas sold 


wholesale in interstate commerce must be 
in accordance with the rates filed with 
the Federal Power Commission. And 
since the pipeline’s suits involved rates so 
filed, they must either be to enforce a 
filed rate or to challenge a filed rate. In 
either situation, it was said, the Natural 
Gas Act provides for jurisdiction in a 
federal tribunal, and state courts are de- 
prived of jurisdiction. 

But the party who brings a suit is mas- 
ter to decide what law he will rely upon, 
the high court observed. Cities Service 
demanded recovery on alleged contracts 
to refund overpayments in the event of a 
judicial finding that the minimum rate 
order was invalid, or for restitution of 
the overpayments which unjustly enriched 
the producers under the compulsion of the 
invalid Kansas order. No right was as- 
serted by Cities Service under the Natural 
Gas Act. The suits were, therefore, based 
upon claims of right arising under state, 
not federal, law. 

A case is not cognizable in a federal 
trial court, in the absence of diversity of 
citizenship, unless it appears from the face 
of the complaint that the determination of 
the suit depends upon a question of fed- 
eral law. For this requirement, the court 
indicated, it is no substitute that the de- 
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fendant is almost certain to raise a fed- 
eral defense. Nor is it material that the 
plaintiff could have elected to proceed on 
a federal ground. If he decides not to in- 
voke a federal right, his claim belongs in 
a state court. The rights asserted by Cities 
Service were traditional common-law 
claims and did not lose their character 
merely because there existed a scheme of 
federal regulation of interstate transmis- 
sion of natural gas. 


= 


The producers gained no help from 
§ 22 of the Natural Gas Act, which gives 
federal courts exclusive jurisdiction over 
actions to enforce liabilities and duties 
created by the statute. Such exclusive 
jurisdiction, said the court, is only for 
suits that may be brought in the federal 
courts. Pan American Petroleum Corp. 
et al. v Delaware Superior Court, in and 
for New Castle County, 6 L ed 2d 584, 
Bi 5 Ct 2505. 


Compensation Sufficiently Protects Employees 
Displaced in Rail Merger 


_ U. S. Supreme Court held that 
compensation and not freezing of 
jobs meets the requirements of § 5(2)(f) 
of the Interstate Commerce Act, relating 
to railroad mergers and employee protec- 
tion. As a condition of the commission’s 
approval of a merger under the act, the 
commission must require a “fair and 
equitable arrangement to protect the in- 
terests of the railroad employees af- 
fected.” For the length of time the em- 
ployee has been employed, or up to four 
years, the approved transaction must not 
result in employees of the railroad being 
“in a worse position with respect to their 
employment.” Upon the commission’s ap- 
proval of a merger with a condition for 
compensation to displaced emplovees, sev- 
eral parties sought an injunction against 
the order. Their complaint was dismissed 
and appeal was taken to the high court, 
which upheld the lower decisions. 


History of Act Supports Commission 


Appellants argued that no compensa- 
tion plan is adequate unless it is based on 
the premise that all of the employees cur- 
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rently on the payroll remain in the sur- 
viving railroad’s employ for at least the 
statutory period. They did not contend 
that each employee must retain his par- 
ticular job, but that some job must remain 
upon for him. 

The court found support in the legisla- 
tive history of the statute for the view 
that compensation was contemplated and 
not a job freeze. The historical indica- 
tions were apparently confirmed by events 
which followed the enactment. Immedi- 
ately after the section was enacted, inter- 
ested parties, including a union here ap- 
pealing, expressed the opinion that com- 
pensation protection was the intendment 
of the provision. The commission adopted 
this interpretation and has applied it in 
many cases. The court said it was unwill- 
ing to overturn a long-standing adminis- 
trative interpretation of the statute, ac- 
quiesced in by all interested parties for 
twenty years, where congressional intent 
indicates that the administrative interpre- 
tation is correct. Brotherhood of Mainte- 
nance of Ways Employees et al. v United 
States et al. 6 L ed 2d 206, 81 S Ct 913. 
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Expense Adjustments, Tapping Fee, and Penalty for 
Nonpayment Receive Commission Consideration 


i i Louisiana commission authorized 
an increase in water rates after mak- 
ing various adjustments. Interest expense 
was eliminated because it is a payment for 
the use of capital and is not an operating 
expense. Depreciation was adjusted where 
the company charged a composite rate of 
about 10 per cent whereas the staff ap- 
plied specific rates to each plant account 
resulting in a composite rate of 6.40 per 
cent. 

The commission accepted this ad- 
justment. Operating expenses were also 
adjusted by allocating certain joint op- 
erating costs to one area on a per cus- 
tomer basis. 

Authority to increase a tapping fee to 
$75 was disapproved. The company listed 
items of cost of making a tap amounting 


& 


to $76.70 which included the meter, meter 
box, pipe, fittings, and labor. These items, 
the commission noted, are capital costs 
the same as the pipe and fittings in the 
distribution system and thus become a 
part of the rate base. It was the opinion 
of the commission that the portion of the 
cost of making a service tap that could 
not be recovered by salvage would not 
exceed $35 and a tapping fee in that 
amount was authorized. 

With respect to a penalty of 10 per 
cent for nonpayment of bills, the com- 
mission was of the opinion that this 
penalty would be sufficient to induce 
prompt payment of the majority of the 
bills, and that amount was authorized. 
Ex Parte Nichols et al. Docket No. 8388, 
Order No. 8398, April 11, 1961. 


Pipeline Denied Right to Serve Industrial Users 
In Favor of Local Gas Company Service 


em unusual circumstances, said the 
Federal Power Commission, an in- 
terstate pipeline company will not be au- 
thorized to construct duplicative facilities 


in order to serve an industrial customer 
located in the service area of a local dis- 
tributing company, where the latter is 
willing and able to provide adequate serv- 
ice to the customer with accompanying 
benefits to the customer and without 
detriment to the pipeline company. The 
commission denied such authority to 
Southern Natural Gas Company, which 
proposed to install additional compressor 
facilities and serve two industrial cus- 
tomers in Savannah, Georgia. A local 
| distributor, South Atlantic Gas Company, 
is served by Southern in Savannah. 

The commission decided, affirming the 


examiner, that the public convenience and 
necessity would be served best by having 
South Atlantic rather than Southern 
make the sales to the industrial custom- 
ers. 

Accordingly, Southern will be per- 
mitted to install the compressor facilities 
and deliver additional gas to South At- 
lantic for resale to the two customers. 

The holding in this case does not mean 
that the distributor in all cases, rather 
than the pipeline company, should be per- 
mitted to make proposed industrial sales. 
The commission said it would continue 
“to consider each case on the merits as it 
arises and make the determinations which 
are commensurate with the facts and law 
applicable thereto.” Re Southern Nat. Gas 
Co. Docket No. G-19632, May 4, 1961. 
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Trended Cost Evidence Essential to Fair Value 
And Promotion Expenses Held Allowable 


HE North Carolina supreme court 

ruled that evidence of replacement 
value, consisting substantially of trended 
original cost, should have been considered 
by the commission in determining a fair 
value rate base for Piedmont Natural Gas 
Company. While the commission pur- 
portedly accorded this evidence “minimal” 
consideration, the court found that the 
commission had in fact disregarded it and 
had fixed a rate base only slightly above 
depreciated original cost. The court did 
not undertake to say what weight should 
be given this evidence but declared that 
it should be “weighed fairly in balanced 
scales,” To give it minimal consideration 
only, constituted an error of law. 


The lower reviewing court found, as 
Piedmont claimed, that the commission’s 
rate base figure was the result of a calcu- 
lation, using the company’s net profit for 
the test period, and 6 per cent as a fair 
return. In any event, the high court de- 
cided that the rate base fixed by the com- 
mission was without evidence to support 
it. Although 6 per cent was allowed as a 
reasonable return, the court pointed out 
that such a percentage is meaningless un- 
til it is translated into dollars and cents 
on the basis of a fixed amount of money 
—the rate base. 


Trended Cost Is Useful Guide 


In these times of increased construc- 
tion costs and decreased dollar value, said 
the court, trended cost evidence deserves 
weight in proportion to the accuracy of 
the tests and their intelligent application. 
It is a useful measure for fixing the pres- 
ent value of facilities which were con- 
structed when costs were low and which 
can be replaced only at relatively high 
cost. Trended cost takes into account the 
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type of facility, its age, its original and 
replacement cost, terrain, . location, its 
probable useful life, and other factors. 
Although such evidence is not conclu- 
sive, it is a useful guide in determining 
value of facilities; most of which are not 
open to visual inspection. Through inves- 
tigation and experience engineers and ac- 
countants have devised tables, studies, and 
indices as guides in translating original 
cost into present value. A better method, 
without minute underground examina- 
tion, is not suggested, the court noted. 


End-of-period Rate Base 


In establishing the rate base, the com- 
mission used the average net investment 
for the test year. Since rates are prospec- 
tive, the court indicated, the base should 
have been determined as of the date the 
rates became effective. Because the com- 
pany is growing, its investment was great- 
est at the end of the test year. Investment 
at that time, therefore, should have been 
accepted rather than the average for the 
year. 


Promotion Expenses 


Even though the commission expressly 
recognized the high quality of the com- 
pany’s management, it sharply reduced 
the actual promotion expenses for rate- 
making purposes, apparently on_ the 
ground that the percentage expenditure 
was in excess of the national average for 
companies retailing natural gas. No effort 
was made, the court noted, to ascertain 
the expenditures by companies in Pied- 
mont’s class or in its territory. In 1952 
the company changed over from manu- 
factured to natural gas. All customers had 
to be sold on natural gas, and new ones 
had to be won. Competition with elec- 
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tricity and oil had to be met. Further- 
more, Piedmont is rapidly expanding its 
facilities and faces promotion in a new 
field. It is doubtful, therefore, the court 
declared, whether evidence of the national 
average should have been admitted at all. 
The average of companies in Piedmont’s 
own class, however, would be admissible. 


Remand to Commission 


The proceeding was remanded “for 
such further study and up-to-date findings 
as will enable the commission (1) to find 


the fair value of Piedmont’s facilities; 
(2) to ascertain its operating expenses, 
including capital consumed; (3) to fix 
such rate of return on the investment as 
will enable Piedmont by sound manage- 
ment to pay a fair profit to its stockhold- 
ers and to maintain and expand its facili- 
ties and services in accordance with the 
reasonable requirements of its customers 
in the territory covered by its franchise.” 
North Carolina ex rel. Utilities Commis- 
sion v Piedmont Nat. Gas Co. 119 SE2d 
469. 


Gas Producer Is Denied Commission Help 
In Quest for Additional Sales 


i ex Federal Power Commission de- 
nied an application by Deep South 
Oil Company of Texas seeking “relief” 
under three alternate proposals: (1) per- 
mission to abandon service to Texas Gas 
Corporation from the North Big Hill 
area in Texas; (2) issuance of a cer- 
tificate to serve an additional buyer; or 
(3) issuance of an order requiring Texas 
Gas to take greater volumes of gas. Texas 
Gas is the sole purchaser of gas from the 
producing properties here involved. 

Deep South contended that it is con- 
fronted with a financial emergency due to 
its present inability to market sufficient 
volumes of gas to secure a satisfactory re- 
turn on its investment. It indicated that 
the grant of the abandonment proposal or 
the other requests would enable it to in- 
crease the volumes of sales from the Big 
Hill acreage from the present 7,000 Mcf 
daily to 25,000 Mcf. Sales of the latter 
magnitude were said to be necessary to 
the producer’s economic survival. 


Essential Proof Lacking 


Section 7(b) of the Natural Gas Act 
permits the abandonment of service only 
if the available supply of natural gas is 


depleted or if the present or future pub- 
lic convenience and necessity permit 
abandonment. Deep South did not allege 
exhaustion, and no sufficient showing was 
made to support a finding that the public 
convenience and necessity would permit 
abandonment. Nor did the record show 
that Deep South or its Big Hill operation 
was experiencing economic difficulties to 
the point where the producer’s economic 
existence was threatened. 


Deliveries Unchanged 


The proposal for a new or supple- 
mental certificate involved the certifica- 
tion of a sale of dedicated gas to an intra- 
state purchaser. The commission cannot 
grant such authority under the Natural 
Gas Act. 

Although Deep South contended that 
it contemplated merely “exempting” a 
portion of its dedicated gas reserves 
from service to Texas Gas, the commis- 
sion pointed out that this would con- 
stitute a partial abandonment of service 
to Texas Gas without justification as re- 
quired by the statute. 

Nor was any basis found for requiring 
Texas Gas to take greater volumes of gas 
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from the North Big Hill properties, as 
proposed by Deep South. Texas Gas in- 
dicated that, in view of its ratable take 
obligations to all producers as a common 
purchaser under Texas law, its existing 
facilities could not handle any greater 
volumes from Deep South. This position 
was supported by a permanent injunction 
issued by a Texas court prohibiting Deep 
South from delivering to Texas Gas more 
than 7,000 Mcf daily until requested by 
the pipeline to deliver more. The injunc- 


e 


tion was based upon a finding that Texas 
Gas’ present system capacity could not 
safely accommodate greater volumes 
from Deep South. The commission con- 
sidered that it was bound by this judicial 
determination. Moreover, it was observed, 
the commission has no authority under 
the Natural Gas Act to require Texas 
Gas to enlarge its capacity to take ad- 
ditional volumes of gas. Re Deep South 
Oil Co. of Texas, Docket No. CI60-263, 
April 14, 1961. 


Exemption from Motor Vehicle Regulation 
Applies to Persons and Not to Vehicles 


. Louisiana commission ordered 
the operator of motor trucks to cease 
and desist from further operations until 
he had first applied to and received from 
the commission appropriate authority 
under the Motor Carrier Act. He was 
domiciled in Shreveport and was en- 
gaged in the business of gathering small 
shipments consigned to Alexandria and 
other points, tendering them as one ship- 
ment to a certificated motor carrier, and 
then distributing them to the several con- 
signees at the destination point. His profit 
was derived from the difference between 
the rate on each individual small shipment 
and the volume rate accorded it when all 
of these shipments were tendered to the 
carrier at once. 

He argued that each individual vehicle 
owned by him operated in only municipal- 
ity and was therefore exempted from the 
provisions of the act, under a clause 
which exempts persons operating vehicles 
only within seven miles of the incorpo- 


= 


rated municipality in which they are dom- 
iciled. This, said the commission, might 
possibly be true if the exemption applied 
to the vehicle but the exemption applied 
to the person operating the vehicle or ve- 
hicles. Since he operated vehicles in more 
than one incorporated municipality, his 
operation was subject to the act’s provi- 
sions. 

The commission said it must be under- 
stood that the Motor Carrier Act does 
not regulate vehicles but regulates “per- 
sons operating vehicles” for hire. Thus, 
when the commission issues a certificate 
the certificate does not pertain to any par- 
ticular vehicle or vehicles; it confers a 
right upon a specific person to operate 
motor vehicles for hire over the high- 
ways. The exemption does not refer to 
specific vehicles but on the contrary refers 
to “persons engaged in operating.” 
Louisiana Pub. Service Commission v 
Paulette, Docket No. 8530, Order No. 
8435, May 9, 1961. 


Artificial Monopoly Not in Public Interest 


° | ‘HE New York commission, in deny- 
ing a petition for rehearing of an 


JULY 20, 1961 


136 


application by a railroad subsidiary for 
a motor carrier certificate to transport 
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bulk cement, made it clear that the pres- 
entation, by direct and specific testimony, 
of proof that the shippers of the com- 
modity desired the service and that there 
was a reasonable basis to conclude that 
there was a need for additional service 
in quantity or quality not available from 
existing certificated carriers was only one 
method of establishing public convenience 
and necessity. It is not the only method, 
and certainly would not be set up as a 
barrier to preclude the remedying of an 
extraordinary situation. 


Nature of Monopoly 


The industry practice was for existing 
shippers of cement to include the trans- 
portation charges in the price of their 
product to their consignees and to pre- 
empt unto themselves the right to select 
the particular carrier to handle the trans- 
portation. Existing carriers each haul for 
a particular shipper and no other, and the 
shippers utilize the services of a particular 
carrier and no other. 

This produced a novel situation where 
some few carriers had entered upon a 
newly inaugurated transportation service 
and obtained common carrier authority, 
though in practice they served but a 
single shipper. Strict adherence to ordi- 
nary methods of proof, accordingly, 
would result in a “closed shop’—in the 
establishment and continuance of a com- 
plete monopoly for the sole benefit of ex- 
isting carriers, the commission noted. 

The existing shippers, satisfied with the 
prevailing arrangements and_ practices 
which enable them to control the delivered 
price of cement, would have no occasion 
to support an application by a new carrier 
proposing to enter the business. Concom- 
itantly, the consignees would be unable 
to furnish the customary specific testi- 
mony of present need of additional serv- 
ice, because of their complete exclusion 


of any voice whatever in the selection of 
the carrier to carry their purchased 
products. 


Evidentiary Methods 


The commission did not think that such 
an artificially created monopoly in a new 
area of public transportation was in the 
public interest. Simply because the ordi- 
nary testimonial methods of proving pub- 
lic convenience and necessity were not 
available to a new applicant, the com- 
mission was not required to exclude a 
responsible new carrier from the area. 

Customary methods of establishing 
public convenience and necessity are of 
probative value only where truly flexible 
and competitive common carrier opera- 
tions are practiced; 1.e., where carriers in 
practice and in fact are available for the 
service of any shipper (or consignee, if 
he pays the freight), and where the latter 
in practice and in fact are able to exercise 
the prerogative of selection among vari- 
ous competing, qualified carriers. The cus- 
tomary methods, thought the commission, 
had no supervening probative effect in the 
present artificial “closed shop” situation. 


Following the Traffic 


The records showed that the rail traffic 
in bulk cement had been steadily dwin- 
dling. Concomitantly, the trucking of 
cement had been steadily growing. The 
existing carriers contended that the rail- 
road had no right to “follow the traffic.” 
The commission agreed, but pointed out 
that its decision did not rest upon such 
right. The railroad was not precluded 
from endeavoring to follow the traffic 
by the inauguration of truck service 
through a subsidiary, if there was a rea- 
sonable basis for concluding that the ad- 
dition of a new carrier would or might 
serve the public interest, convenience, and 
necessity. 
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Although the consignees of bulk cement 
had been deprived by the shippers (who 
utilize the protesting carriers) of their 
prerogative of selecting the haulers of the 
cement which they purchased, and so 
could not affirmatively state that they 
presently required and would use the 
services of the applicant, the commission 
thought that their general testimony and 
support of the application warranted the 
conclusion in that they would avail them- 
selves of the applicant’s services if they 
were available. Moreover, the practices of 
the existing carriers in tailoring their 
services to the individual shippers with 
whom they had existing arrangements in- 
dicated that their services were not readily 
or immediately available to the general 


public. 
Monopolistic Rights 


There was a further principle involved, 
the commission thought. When a new 
area of motor truck transportation opens 
up, as it has done in this field, the first 
applicants who obtain authority in the 
area are not entitled to monopolize it. 
Unlike other utility services which are 
not generally subject to duplicative com- 


petition, motor carriers operate in an in- 
dustry where duplicatory services are 
readily available, the commission said. 
They are not so strictly regulated as the 
monopoly services, because they are not 
natural monopolies. 

Nor is a complete monopoly in any 
portion of the bulk cement field desirable 
or in the public interest. While destructive 
competition is to be avoided in the in- 
terest of maintaining an efficient and 
stable transportation service (for the 
public—not just private benefit) some 
competition is desirable and in the public 
interest. Complete monopoly is not. The 
commission thought that the circum- 
stances made it in the public interest that 
services of the applicant as an additional 
carrier, freely and fully available to all 
segments of the public, both the shippers 
and the consignees (present and prospec- 
tive) be added to those of the existing 
carriers. So far as it had appeared, the 
applicant had no ties to any particular 
shipper or consignee. This, far from being 
a reason for denying the application, was 
a reason for granting it. Re New York 
Central Transport Co. Case MT-6809, 
May 23, 1961. 


Railroad Subsidiary Not Allowed to Purchase 
Permit When Service Is Dormant 


uN application by Milwaukee Motor 
Transportation Company, a _ sub- 
sidiary of Chicago, Milwaukee, St. Paul 
and Pacific Railroad Company, for au- 
thority to purchase the intrastate author- 
ity in a class B motor carrier permit 
owned by Wales Trucking Company of 
Dallas, Texas, was denied by the South 
Dakota commission. The permit had 
originally been issued without hearing 
and without findings as to public con- 
venience and necessity and had been re- 
newed from year to year. The traffic in- 
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volved was the movement by truck of 
heavy hauling for which special equip 
ment, by reason of the size or weight 
thereof, is required. Interstate commerce 
was not involved. Several motor carriers 
and Chicago and North Western Railway 
Company opposed the transfer. 
Milwaukee is a large motor carrier op 
erating in several states, and its service 
is co-ordinated with, auxiliary to, and 
supplementary of its parent, the Mil 
waukee Railroad. Its proposal was to op 
erate unrestricted statewide in South 
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Dakota. Wales had held the conditional 
operating authority since May 7, 1952, 
but had never established or operated an 
intrastate motor carrier business in South 
Dakota. It had suspended and ceased op- 
eration without first obtaining the au- 
thority of the state commission. 
Authorized motor carriers operating 
statewide had acquired expensive equip- 
ment and were conveniently located in 
different parts of the state. The commis- 
sion found that the intrastate service 


under the permit had not been used for 
several years; that the service of the 
several motor and rail carriers of heavy 
commodities occupying the field was 
ample and adequate; that inauguration of 
a new and different service would result 
in the diminution of the present carriers’ 
traffic and revenue and be detrimental to 
them; and that the transfer of the permit 
was not consistent with nor would it pro- 
mote public interest. Re Milwaukee Mo- 
tor Transp. Co. 8623-B, May 25, 1961. 


Rates Fixed for Colored Telephones and Other 
Special Subscriber Equipment 


§ ben Nebraska commission refused to 
grant the Stanton Telephone Com- 
pany a monthly charge, in addition to the 
regular main station or extension rate, 
for colored telephones and Ericofon. It 
authorized an installation charge of $7.50 
in addition to the regular connection 
charge for the first such telephone and $5 
for each additional one on the same prem- 
ises at the same time. 

Rates for other special equipment were 
authorized as follows: lighted dial tele- 
phone, 25 cents monthly in addition to 
the regular rate; hard-of-hearing tele- 
phone, $2 per month in addition to the 
regular rate; and hands-free telephone, $5 
per month in addition to the regular rate. 
Regular charges for connection, change 
of instrument, and inside moves were pre- 
scribed. 

For automatic answering service only, 


Fire Hydrant Charges 


) fone New Jersey commission, in ap- 
proving a proposed charge of $25 per 
year for each public fire hydrant in serv- 
ice in a municipality plus an annual inch- 
foot charge, said that it should be borne 


the commission approved a monthly rate 
of $8, with an installation charge of $10, 
and an inside move charge of $5; for 
automatic answering and recording, a 
monthly rate of $15, an installation charge 
of $15, and an inside move charge of $5; 
for automatic answering and recording 
with remote call back, a monthly rate of 
$22, an installation charge of $20, and an 
inside move charge of $5. 

In connection with the provision of 
automatic answering and recording facili- 
ties, the subscriber must indemnify and 
save the company harmless against all 
claims arising from the material trans- 
mitted over the facilities. This includes 
claims for libel, slander, fraudulent or 
misleading advertisements, infringement 
of copyright, or any other claims. Re 
Stanton Teleph. Co. Application No. 
22842, May 24, 1961. 


Must Be Fairly Allocated 


in mind that the extra cost of furnishing 
fire protection service is due largely to the 
fact that the total plant cost is substan- 
tially greater than it otherwise would be 
if the plant were designed only for the 
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purpose of furnishing domestic service. 
This reflects such items as increased 
pumping capacity, increased size of mains 
and storage facilities, as well as costs 
associated with the installation of 
hydrants. 

A large part of the plant in any town 
where fire protection is furnished is 
simply held in readiness for that purpose. 
The question of cost of fire service is, 


therefore, one of fair and just distribu- 
tion of total fixed and operating costs 
between the taxpayer who pays the fire 
protection charges and the customers who 
pay other bills for water service. If the 
amount paid for fire service is too low, 
the water consumer bears a part of the 
burden which should be properly borne 
by taxpayers. Re Berkeley Water Co. 
Docket No. 611-68, June 6, 1961. 


Review of FPC Area Price Levels for Gas Denied 


aes jurisdiction under the Natural 
Gas Act, a federal appeals court dis- 
missed a petition by the state of Wiscon- 
sin and the Wisconsin commission for re- 
view of the Federal Power Commission’s 
recent Statement of General Policy No. 
61-1 (35 PUR3d 195). The statement 
announced price levels for natural gas in 
various areas to serve as guides in future 
certification proceedings involving inde- 
pendent natural gas producers. It denies 
or conditions certificates if prices are 
higher than those established in the state- 
ment. The commission has rejected a peti- 
tion for rehearing on the ground that the 
statement is not a final order. 

In seeking review, the petitioners al- 
leged that the statement was issued with- 
out notice to petitioners, and without af- 
fording them an opportunity to present 
evidence or to challenge the commission’s 
factual bases, which are not contained in 
any specific record. They argue that the 
statement will inevitably deprive Wiscon- 
sin consumers, and others, of the protec- 
tion intended by the Natural Gas Act, for, 
they say, it will encourage producers to 
raise their rates to the maximum levels 
permitted by the statement. Moreover, 
they argued, a consumer challenging a 
particular rate will be compelled to pro- 
ceed under § 5 of the Natural Gas Act, 
which involves delay, less hope of success, 
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and no recovery of payments during the 
pendency of the proceeding. 


Jurisdictional Prerequisites 


The court ruled that it has no jurisdic- 
tion in this proceeding under the Natural 
Gas Act. In order to invoke the court's 
jurisdiction under § 19 (b) of the act, it 
was pointed out, a petitioner must demon- 
strate that it was a “party to a proceed- 
ing”; that it is “aggrieved”; and that the 
cause of its aggrievement is an “order.” 

But petitioners were not parties to the 
proceeding before the commission, within 
the meaning of the statute. They con- 
tended, nevertheless, that they were ag- 
grieved and that the action in question 
was a final order. Since the court decided 
that they were not parties, jurisdiction 
was defeated, and it was unnecessary to 
decide whether they were aggrieved and 
whether the order was a final one. 

Not all orders of the commission were 
made reviewable, the court noted. Absent 
an order of a definitive character dealing 
with the merits of a proceeding before the 
commission and resulting from a hearing 
upon evidence and supported by findings 
appropriate to the case, the court cannot 
entertain an appeal. 


Other Jurisdictional Basis Rejected 


It was urged that jurisdiction could be 
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rested upon § 10 of the Administrative 
Procedure Act. 

The appeals court held, however, 
that this act adds nothing to its jurisdic- 
tion under the Natural Gas Act. The court 
isnot a “court of competent jurisdiction” 
in the instant appeal, and nothing in § 10 


purports to make it so. That section mere- 
ly make injunctions and certain extraor- 
dinary legal remedies available in a 
proper action instituted in a court of orig- 
inal jurisdiction, the court explained. 
Wisconsin et al. v Federal Power Com- 
mission, No. 16,118, May 18, 1961. 


Subsidiary Authorized to Issue 25-year 
Debentures at Competitive Bidding 


jie Securities and Exchange Com- 
mission approved, without conditions, 
the proposed sale by Pennsylvania Elec- 
tric Company, at competitive bidding, of 
$12 million of unsecured 25-year deben- 
tures. Pennsylvania Electric is a subsidi- 
ary of General Public Utilities Corpora- 
tion. The proceeds of the sale, plus the 
proceeds from the company’s recent sale 
of $10 million of first mortgage bonds, 
will be used to reimburse the company’s 
treasury for construction expenditures 
and for the satisfaction of short-term 
notes issued for the same purpose. 


Imposition of Conditions 


The sale of the debentures was solely 
for the purpose of financing the com- 
pany’s business. Furthermore, the com- 
mission of the state of Pennsylvania, the 
state in which the company was organ- 
ized and doing business, had expressly 
authorized the sale. In view of these 
facts, the Securities and Exchange Com- 
mission said that the sale must be ex- 
empted from the provisions of § 7 of 
the Holding Company Act, subject to the 
imposition of such conditions as it might 
deem appropriate in the public interest 
or for the protection of investors or 
consumers. 

In considering the nature of any terms 
or conditions which it might impose, the 
commission said that it was required to 
give weight to the decision of the state 


commission and that it could impose con- 
ditions only to the extent that the sale 
offends the basic standards and policies 
of the Holding Company Act and thereby 
creates the likelihood of those abuses 
which led to the act’s passage. In effect, 
this means a greater degree of latitude 
is permitted in applying the standards 
and policies of the act to a security ex- 
amined and approved by a state commis- 
sion and entitled to a § 6(b) exemption 
than to an issue subject to all provisions 
of § 7. But, said the commission, where 
there is a material variance from those 
standards and policies, it has a respon- 
sibility, despite state approval, to impose 
appropriate terms and conditions. 


Capital Structure and Earnings Coverage 


In addition to the debentures and first 
mortgage bonds, the company also had 
recently sold some common stock to its 
parent company. The three transactions 
were considered as an integral proposal in 
considering the financial effect of the fi- 
nancing program upon the subsidiary and 
the holding company system. The pro 
forma capital structure reflecting the fi- 
nancing program showed 55.2 per cent 
debt, 11 per cent preferred stock, and 
33.8 per cent common equity. 

The gross income of the subsidiary 
and its subsidiary companies, after taxes, 
for the calendar year 1960, restated on 
a pro forma basis, as though the new 
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securities had been outstanding for the 
full year, and to reflect the proposed 
payment of short-term notes, amounted 
to 3.62 times the pro forma annual in- 
terest requirements on the first mortgage 
bonds, 3.35 times the pro forma annual 
interest requirements on the bonds and 
debentures, and 2.72 times the pro forma 
annual interest and dividend require- 
ments on all debt and preferred stock. 

The consolidated capitalization ratios 
of the holding company and its domestic 
subsidiaries, after giving effect to the fi- 
nancing proposals, would amount to 52.6 
per cent debt, 9.4 per cent for preferred 
stock, and 38 per cent for common stock 
equity. Gross income of the holding com- 
pany and its domestic subsidiaries, after 
taxes, calculated on the same basis, would 
be 3.23 times the annual interest require- 
ments on all domestic system debt and 
2.68 times the annual interest and divi- 
dend requirements on all domestic sys- 
tem debt and preferred stock. The com- 
mission concluded that the capitalization 
ratios, both as to the subsidiary and as 
to the holding company system, were ac- 
ceptable and that the earnings coverages 
were adequate. 


Debenture Indenture Provisions 


The indenture contains various protec- 
tive provisions, including a 2 per cent 
annual cash sinking fund which will re- 
tire 48 per cent of the debenture issue 
prior to maturity; a limitation on com- 
mon stock dividends equal to that in its 
first mortgage indenture; a limitation on 
indebtedness maturing within one year 
to not more than 10 per cent of its capi- 
talization, including surplus, unless per- 
mitted by the commission on application 
by the company; and as a condition to 
the issuance of long-term debt, an overall 
interest coverage of two times before 
federal income taxes. 
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The indenture also provides that, so 
long as any of these debentures are out- 
standing, the company will not, without 
commission approval, incur any addition- 
al long-term debt if it would result in an 
aggregate long-term debt in excess of 65 
per cent, or if the common stock equity 
would be less than 30 per cent of total 
capitalization. 


Type of Security Issue 


The subsidiary claimed that sound busi- 
ness considerations dictated that first 
mortgage debt be substantially less than 
60 per cent of total capitalization, includ- 
ing surplus, “both in order to preserve 
bonding capacity for possible future 
emergency capital requirements and to 
maintain favorable bond ratings.” It 
therefore did not propose to issue addi- 
tional first mortgage bonds at this time. 

It had also considered the advisability 
of issuing preferred stock, but concluded 
that such stock was an uneconomical 
method of raising capital under the pres- 
ent income tax rates. It noted that inter- 
est payments on debt securities are de- 
ductible for federal income tax purposes 
but dividend payments on preferred stock 
issued to raise new capital are not. Con- 
sequently, one dollar of new preferred 
stock capital imposes a revenue require- 
ment which is more than twice that of 
debt capital. 

The commission recognized that the 
cost of capital and related income taxes 
to a company issuing debt is generally 
less than that of issuing preferred stock. 
Nevertheless, it noted that the deducti- 
bility for tax purposes of interest on debt 
capital should not be employed as a basis 
for permitting an excessive debt ratio, 
since the stock equity of a company 
should be sufficient to enable it to with- 
stand economic adversity. 

The company represented in its appli- 
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cation that it would abandon any further 
issuance of preferred stock unless condi- 
tions not now contemplated change so 
radically as to require reconsideration of 
this policy. Furthermore, General Public 
Utilities and its various subsidiary com- 
panies expect to give early consideration 
to the feasibility of retiring the system’s 
outstanding preferred stock. In view of 
these representations, and in light of the 
capitalization ratios and earnings cover- 


ages of both the subsidiary and the hold- 
ing company system, the commission 
deemed it unnecessary to consider what 
terms or conditions might appropriately 
be imposed if it had concluded that the 
creation of the additional layer of perma- 
nent securities was a material variance 
from the policies and standards of the 
act. Re Pennsylvania Electric Co. File 
No. 70-3951, Release No. 14451, May 
25, 1961. 





Other Recent Rulings 


Underwriters’ Compensation. On un- 
subscribed common shares offered to 
underwriters, pursuant to Federal Power 
Commission authorization of an electric 
company stock issue, the compensation of 
the underwriters would be fixed by com- 
petitive bidding. Re Interstate Power Co. 
Docket No, E-6985, May 2, 1961. 


Exemption from Competitive Bidding. 
The Federal Power Commission exempted 
from competitive bidding a proposed of- 
fering of common stock to existing stock- 
holders, with provision for unsubscribed 
shares to be underwritten by the highest 
of three bidders. Re Northwestern Pub. 
Service Co. Docket No. E-6987, May 4, 
1961. 


Notice of Fuel Clause Proposal. An 
electric company which proposed to apply 
a fuel adjustment clause was directed by 
the North Carolina commission, after 
suspension of the clause, to give notice 
of hearing on the matter to all affected 
consumers. Re Carolina Power & Light 
Co. Docket No. E-2, Sub 70, May 15, 
1961. 


Review Jurisdiction. An order of the 
Federal Power Commission granting cer- 


tain interests affiliated with the coal in- 
dustry a limited right of intervention in 
a gas rate proceeding is not a final order 
and, therefore, not subject to review, a 
U. S. appeals court ruled. Northern Nat. 
Gas Co. et al. v Federal Power Commis- 
sion, 288 F2d 441. 


Liability for Water Line Repair. An 
Illinois appellate court held that a prop- 
erty owner was liable for the cost of 
repairing a broken water line to his prem- 
ises, rather than the city which furnished 
water service, where the customer had 
signed an application containing a con- 
tractual guaranty of water bills and was 
subject to an ordinance requiring prop- 
erty owners to maintain service pipes. 
Rosborough v City of Moline et al. 174 
NE2d 16. 


Exchange Boundary Changed. An es- 
tablished exchange area boundary line be- 
tween two telephone companies was 
found unreasonable and impracticable by 
the Missouri commission because of the 
topography of the land and the forma- 
tion of a new lake in the area, and the 
line was therefore modified so as to grant 
a request by complainants for service 
from the company of their preference, 
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considering that such company could pro- 
vide adequate service at a cost substantial- 
ly less than that which another would 
incur in providing similar service. Re 
Modern Teleph. Co., Inc. Case No. 
14,432, May 1, 1961. 


Exchange Boundaries. That the com- 
munity of interest of certain telephone 
users does not coincide with the particu- 
lar exchange serving them and that such 
users are served by one exchange and 
their neighbors by another does not alone 
result in undue discrimination against 
anyone, the Missouri commission pointed 
out, since established boundaries should 
not be disturbed except for unreasonable- 
ness or a profession by the utility con- 
cerned to serve beyond its established 
boundary. Lampton et al. v Southwestern 
Bell Teleph. Co. Case No. 14,083, May 
10, 1961. 


Agency Station Retained. Since the 
discontinuance of a railroad agency sta- 
tion is an inconvenience to the shippers 
in the station area, said the Missouri 
commission, it should not be discontinued 
unless it is not used sufficiently to be 
sustained as such, or unless the trend is 
toward increased losses which would have 
a harmful effect on the overall economic 
operation of the railroad. Re Missouri 
P. R. Co. Case No. 14,524, May 10, 
1961. 


Electric Company Stock Split. The El 
Paso Electric Company was authorized 
by the Federal Power Commission to is- 
sue additional common stock for a two- 
for-one split in view of the company’s 
purpose to establish the price per share 
at a market level more attractive to new 
investors and thereby to broaden the in- 
terest in the company’s stock. Re El Paso 


Electric Co. Docket Nos. E-6994, E.- 
6933, May 11, 1961. 


Transit Merger. The Missouri com- 
mission authorized a reorganization and 
merger of a transit company upon a 
showing that the plan would improve the 
financial position of the utility while in- 
suring unimpaired service, and would per- 
mit the stockholders to diversify the busi- 
ness and realize some return on their in- 
vestment. Re Kansas City Transit, Inc. 
et al. Case No. 14,664, May 11, 1961. 


Gas Gathering Costs. Gathering and 
other similar service charges of natural 
gas producers, the Federal Power Com- 
mission observed, have been consistently 
considered as part of the producer’s total 
rate. Re Republic Nat. Gas Co. Docket 
No. RI61-422, May 12, 1961. 


Evidence by Reference. In a gas pro- 
ducer rate case, the Federal Power Com- 
mission sustained the examiner in incor- 
porating, by reference to the record, tes- 
timony on rate of return which had been 
presented in a prior proceeding in which 
the same producer had full opportunity 
to cross-examine the witness, considering 
that the relevancy and materiality of the 
testimony were not questioned. Re United 
Gas Pipe Line Co. et al. Docket Nos. 
CP60-36, CI60-43, CI60-142, May 19, 
1961. 


Effective Rate to Be Collected. The 
Federal Power Commission refused a re- 
quest by a natural gas producer to accord 
“effective” status to a rate increase with- 
out requiring that the higher rate be col- 
lected and that security be filed for possi- 
ble refund pending final determination. 
Re Helmerich & Payne, Inc. Docket No. 
RI60-342, May 19, 1961. 
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greatest gain. In those states, the dis- 
tribution between new homes and ex- 
isting homes making installations was 
much closer than in the other two 
regions. Newly-built homes accounted 
for 58 per cent of gas heating instal- 
lations and existing dwellings 42 per 
cent. The installations added in the 
region were 152,000, bringing the 
total number of customers in the three 
states to 2,523,000. 

Of the total number of residential 
customers of gas utilities, 69 per cent 
used gas for heating in 1960, com- 
pared to 67 per cent the previous 
year. 

AGA estimates that in 1961, 1962 
and 1963 a total of 2,377,000 homes 
will install gas heating and 1,187,000 
existing houses will convert to gas. 
These figures refer to the number of 
customers, not the sale of heating 
units, since some dwellings may have 
more than one piece of gas heating 
equipment, especially in the case of 
the direct space heaters, floor furnaces 
or vented recessed wall heaters. 


New IBM "SURE" Program 
Reduces Computer Installation 
Costs 


A NEW computer technique for cus- 
tomer billing, which helps bring the 
advantages of high-speed data proc- 
essing to public utilities with a sub- 
stantial reduction in machine installa- 
tion costs has been announced by In- 
ternational Business Machines Cor- 
poration. 

SURE (for Symbolic Utilities 
Revenue Environment) is a computer 
program that can be tailored easily 
by individual companies to meet their 
billing requirements. The program is 
applicable to both gas and electric util- 
ity accounting procedures. It is avail- 
able, without cost, to customers of 
IBM’s Data Processing Division. 

Utilities using SURE will be able 
to realize the benefits of data process- 
ing more rapidly than in the past and 








speed the recovery of installation costs 
by reducing the time required for pro- 
gramming. Several utilities have be- 
gun implementing the program prior 
to the installation of 1BM solid-state 
computers. 

Written for the IBM 7070 data 
processing system, SURE also can be 
used with the fully-compatible IBM 
7074. The latter system is twice as 
fast as the 7070 in processing busi- 
ness data and up to twenty times as 
fast in scientific computation. SURE 
programs also are being written for 
the IBM 1401 and 1410 data process- 
ing systems to meet the needs of utili- 
ties with smaller billing volumes. 

SURE was developed by IBM sys- 
tems engineers and utility specialists 
after a two-and-one-half-year study 
of the billing practices of utility com- 
panies throughout the country. It con- 
tains approximately 40,000 computer 
instructions, incorporating the basic 
billing techniques common to all utili- 
ties. 

By providing a utility with the 
framework of a ready-made billing 
program, SURE can pave the way 
for the company’s conversion from 
manual or punched card billing meth- 
ods to computer-based techniques. 

The Brooklyn Union Gas Com- 
pany, which will install an IBM 7074 
late in 1961, is one of the firms which 
have begun to put SURE into opera- 
tion. Brooklyn Union expects the 
7074 to be handling its entire cus- 
tomer billing procedure—for more 
than 1,200,000 meters—by mid-1962. 


Irving Trust Company Expands 
Headquarters Building 


IRVING Trust Company announces 
plans to expand its One Wall Street 
Headquarters Building to occupy the 
entire Broadway block from Wall 
Street to Exchange Place. 

In announcing this action, George 
A. Murphy, Chairman of the Board, 


(Continued on page 16) 
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referred to Irving’s dynamic growth, 
and said that “the bank’s deposits had 
risen twice as fast in the last decade 
as the New York average. Studies of 
future growth trends indicate that the 
bank will soon outgrow its Headquar- 
ters Building. Therefore, it is planned 
to construct a major addition to One 
Wall Street.” It is expected that the 
new addition will be completed in 


early 1964. 
















New Brochure on Gas Cleaning, 
Air Pollution Control Equipment 
THE latest techniques and equip- 
ment for air pollution control are pre- 
sented in a new 12-page, illustrated 
brochure published by Research-Cot- 
trell, Inc., manufacturer of industrial 
gas cleaning equipment. 

New air-cleaning precipitators for 
nuclear subs, automated controls, and 
high-efficiency silicon rectifiers are 
shown as recent products of the mod- 
ern research, design and manufactur- 
ing facilities available at Research- 
Cottrell. ' 

Recent installations of high-per- 
formance gas cleaning equipment in 
key industries, including electric utili- 
ties, are also given. 

Research, laboratory, testing and 
service facilities available to custom- 
ers are also listed and described. 

Copies of bulletin 500 “This Is Re- 
search-Cottrell” may be obtained by 
writing to Research-Cottrell, Inc., 
30und Brook, New Jersey. 


Philco Holds Seminars 

On Data Processing 
A BI-MONTHLY series of manage- 
ment seminars titled an ‘introduction 
to data processing’ will be held at the 
Willow Grove plant, Computer Divi- 
sion, Philco Corporation, from June 
through December 1961, Cliff Leven- 
thal, manager of customer education, 
has announced. 

There is no charge for attendance 
at these sessions. Detailed informa- 
tion on this seminar series, and any 
other information on Philco 2000 


training programs, is available by 
writing the Marketing Department, 
NP, Philco Computer Division, 3900 
Welsh Road, Willow Grove, Pa. 


ARKLA Enters Gas Generation 
Unit Fabrication Business 
THROUGH a subsidiary company, 
Arkansas Louisiana Gas Company 
will enter the manufacture and fabri- 
cation of gas power generation equip- 

ment. 
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W. R. Stephens, Little Rock, Ark., 
president of Arkla, said that Arkla 
Air Conditioning Corp., a wholly- 
owned subsidiary, had agreed to pur- 
chase most of the assets of the In- 
gersoll Corp. of Shreveport, which 
has been a leading dealer and fabri- 
cator of natural gas engine-driven 
generation assemblies for oil field, 
small municipal and other uses. 

Mr. Stephens said the new division 
of Arkla will expand the gas com- 
pany’s emphasis regionally and na- 
tionally on the rising use of gas-oper- 
ated engine units for independent 
production of electric power by com- 
mercial and industrial consumers, 
such as shopping centers, motels, saw 
mills, cotton gins, stores, office build- 
ings and others. 


New Flexible Flanged 
Coupling Folder 
“FLEXIBLE Flanged Coupling 
Adapters” is the subject of a new 12- 
page, 2-color brochure just issued by 
Smith-Blair, Inc. The catalog gives 
detailed information on how these fit- 
tings can be incorporated into the de- 
sign of water, sewage, or gas systems 
or used for “cutting-in” flanged fit- 
ting installations in existing pipelines. 
Design drawings show how these 
products enable flanged meters, 
valves, regulators, etc. to be quickly 
and easily installed or removed, have 
flexibility, and occupy smaller space. 

Copies of Catalog No. 1255 may 
be obtained from Smith-Blair, Inc., 
535 Railroad Avenue, South San 
Francisco, California. 


New Georgia Power Plant to 
Be Named in Honor of 
Harllee Branch 


THE new steam-electric plant being 
built by the Georgia Power Company 
on Lake Sinclair in Putnam county 
will be named in honor of Harllee 
Branch, Jr., a director and a former 
president of the company and now 
president of The Southern Company. 
John J. McDonough, president, 
Georgia Power Company, who made 
the announcement, said the decision 
to name the plant in honor of Mr. 
Branch was voted unanimously by the 
company’s board of directors. 


The new power plant is slated to 
have a generating capacity of between 
one and a half and two million kilo- 
watts. Plans for the plant were an- 
nounced in March. Actual construc- 
tion of the first 250,000-kilowatt gen- 
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Fuel Core For Con Edi 
Nuclear Electric Power $ 


Undergoes First Chain Rea 


THE nuclear power «ore—va 
$22,000,000—for the siation’s 
stationary atomic eleciric gen 
station being built by tlhe Cons 
Edison Company at Indian 
New York, has achieved its fit 
tained reaction at the !abcock 
cox Company Atomic !‘nergy 
laboratory, it was  announe 
cently. 

According to B&W spokesti 
criticality test, conducted at th 
pany’s Lynchburg, Va., nuclg 
oratories, confirmed all nuclear 
and engineering calculations. | 
tion, it provided vital experienc 
painstaking coreloading pm 
which will be carried ovt whent 
elements are delivered to the 
Point site later this vear. 0 
stalled, the core is expected to 
for about two years without} 
ing. 

The test was a pio: 
plishment in that it w: 
a full-scale power reac! 
mixture of thorium a1 
ides had ever been “ta! 
ity. The Con Edison st 
have the added distin tion 0 
the first to utilize the ‘hor 
ium combination as fu 

Three million pell 
quarter by three-quart 
make up the core’s fuel 
ing approximately 40 t 
bled core of fuel ele: 
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medasures more than 6 


‘ comprises 120 fuel ele- 


control rods, plus asso- 
| “hardware.” 
, the core was installed 
‘igh tank 9 feet in dia- 
than 10,000 gallons of 
purified, water was 
he tank before the core 
) criticality. 
¢ completion, 24 miles 
York city on the east 
ludson River, the Con 
1 Point Station will be 
lucing 275,000 kilowatts 
t of its total output will 
uting the steam gener- 
‘actor system through a 
il-fired superheat cycle 
ies the turbogenerators. 
- portion of the station 
and built by The Bab- 


‘ileox Company. Working 
eration with Con Edison, 
f two B&W divisions lo- 


mn Lyn 
nd pro 


Leask 
Zinde 


formet 


City 


hburg teamed up to de- 
luce the reactor core. 


. McCoy Join 


r Organization 


administrative officer 
if Los Angeles, Samuel 


Jr., and the assistant admin- 
e officer, William McCoy, have 
the tional consulting firm of 


der & 
Leask 


\ssociates, Inc. 


will become director 


Pacific Southwest divi- 


tices in Los Angeles and 


city executives indicated 


thei: 
ze 11 
and 
on ft 
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New positions they will 
ounseling business, in- 
tate and local govern- 
al, budgetary and or- 
atters, as well as carry- 
vad consulting services 
organization. 

- Associates, Inc. is en- 
neering, economic and 
onsulting work. 


eake and Potomac 
lans $4.3 Million 
rogram 
f Directors of The 
1 Potomac Telephone 
itly appropriated $4.3 
nt additions and im- 
the District of Co- 


low, vice president in 
Washington Company, 
ORTNIGHTLY—JULY 20, 1961 


said that this appropriation will be 
used to provide a building addition 
to the Georgetown dial center, central 
office equipment in the Anacostia and 
Downtown dial centers, additional 
outside cable in the Dupont, George- 
town and Brookland areas, and on a 
number of smaller projects to care 
for both growth in the business and 
service improvements. 

The company added $12 million to 
its investment in plant during the 
year ending May 31, 1961. The total 
plant in service at the end of the 
month amounted to $192,878,000. 
There were 653,705 telephones in 
service in the District of Columbia 
at the end of May, an increase of 
25,162 over the same month last year. 


New Federal Pacific ''FP Line" 
Of Switchgear Raises Standards 
For Electrical Protective 
Equipment 


A NEW design of power switchgear 


to meet the more severe requirements 
of modern electrical systems was in- 
troduced recently by Thomas M. Cole, 
president of Federal Pacific Electric 
Company, at a press meeting in New 
York City. 

Mr. Cole cited the “FP” Circuit 
Breaker as the latest example of the 
important product developments that 
have enabled Federal Pacific to be- 
come the world’s third largest manu- 
facturer of equipment for the dis- 
tribution and control of electrical 
energy. Several electrical devices 
which have contributed to FPE’s 
success were demonstrated at the 
meeting. 

Mr. Cole pointed out that the dra- 
matic new design features of the “FP 
Line’ of Power Circuit Breakers 
provide important benefits in costs, 
safety and flexibility of low-voltage 
electrical systems. Developed after 
years of research in breaker design 
and system requirements, the FP 
Breaker is ‘“Future-Planned’’ to 
establish new standards of economy 
and dependability in LV protective 
equipment. Higher interrupting ca- 
pacities and continuous-current rating 
of the FP Line offer the advantages 
of fully-rated distribution systems at 
cascade-system prices. 

The new line is divided into two 
groups: the FP-50 series consists of 
three increased frame-size breakers 
based on continuous current ratings 
of 400-, 800-, and 2000-amperes with 
50,000-ampere asymmetrical I. C. at 
600 vac; the FP-100 series offers two 


frame sizes with 100,000-ampere 
asymmetrical I. C. in continuous cur- 
rent ratings of 3000-, and 4000-am- 
peres at 600 volts. Prices of the up- 
rated FP Line will be comparable to 
the previous lower-rated breakers. 


PG&E to Build Large 
Atomic Power Plant 
PACIFIC Gas and Electric Company 
announced plans for construction of 
a 325,000 kilowatt atomic power 
plant at Bodega Bay, 50 miles north 
of San Francisco. PG&E estimates 
that the $61,000,000 plant, scheduled 
for completion in 1965, will produce 
electricity for slightly less than six 

mills per kilowatt-hour. 

It is estimated that the boiling 
water reactor will generate electricity 
that is economically competitive with 
electricity produced in a conventional 
steam plant. The Bodega Bay plant 
will be fueled with approximately 75 
tons of uranium, equivalent to more 
than three million tons of coal, which 
is expected to run the plant for three 
and a half years. The plant will uti- 
lize pressure suppression containment 
developed by PG&E, which allows 
the reactor to be installed below 
ground. 

PG&E President Norman R. Suth- 
erland said applications to the AEC 
and the California Public Utilities 
Commission for permission to build 
the plant will be made as soon as 
possible. Construction is scheduled to 
start in August, 1962. When com- 
pleted it will be the largest atomic 
power plant in the country. 


H. C. Wyland Elected Vice 
President of Commonwealth 
Services Inc. 


HUGH C. WYLAND has been 
elected vice president of Common- 
wealth Services Inc., it was announced 
recently by William B. Tippy, presi- 
dent of the international management 
and engineering consulting firm. 
Mr. Wyland is director of the Com- 
monwealth Industrial Relations De- 
partment, responsible for consulting 
work in management organization, 
planning, employee and labor rela- 
tions. Prior to joining Commonwealth 
in 1956, he had his own consulting 
firm, Hugh Wyland Associates. Dur- 
ing this time he acted as project di- 
rector of American Management 
Association and as management course 
and conference advisor to the Society 
for the Advancement of Management. 
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Bell System to Offer New 
Automatic Dialers 


A MAJOR innovation in business 
telephone service will be available 
later this year as the Bell Telephone 
System begins to market two new 


types of automatic dial telephones 
which will provide a faster, more 
efficient way to handle the placing of 
calls, according to Robert I*. Landry, 
assistant vice president, Marketing, 
American Telephone & Telegraph 
Company. 

The new products—a dialer 
and the Rapidial—are designed pri- 
marily for business use but have ap- 
plications for home usage as well, 
Mr. Landry pointed out. Both operate 
en the principle of automatic dialing 
of pre-recorded telephone numbers. 

This development in automatic dial- 
ing will be offered as an aid to people 
who make many calls or who call the 
same numbers frequently. Both mod- 
els minimize errors in dialing, speed 
the mechanics of telephoning and in- 


card 


crease the efficiency of the telephone, 


as a business tool, he said. 

Although similar in concept, the 
two new types of dialers serve slight- 
ly different business needs. The card 
dialer has the automatic dialing unit 
integrated in the set and has an un- 
limited capacity. Coded plastic cards 
on which the user has previously 
punched out the specific telephone 
number control the dialing equipment. 

Rapidial is a separate unit associ- 
ated with any telephone instrument 
and has a capacity up to 290 names 
and numbers. These are pre-recorded 
on magnetic tape. The user simply 
turns the selector knob to the desired 
name, lifts the receiver and presses 
the automatic dialing bar. 

Both of these new telephone units 
share the advantage of greatly in- 
creased speed, ease of operation and 
accuracy, Mr. Landry said. Selection 
of the appropriate model, he added, 
depends on the telephone habits and 
requirements of the individual user. 


Card Dialer 


The card dialer has an unlimited 
capacity. It is controlled by a coded 
plastic card on which the user has 
previously punched out the specific 
telephone number with the point of a 
pencil. 

This integrated unit combines both 
the telephone and the dialing equip- 
ment in one unit. It was developed 
by Bell Laboratories and will be 
manufactured by Western Electric 
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for the Bell Telephone System. The 
monthly rate is estimated at from 
$3.00 to $4.00. The card dialer was 
originally product-tested in Birming- 
ham, Michigan, in the first quarter of 
1960. 

The card dialer has a storage space 
in its housing for about 40 cards. 
Additional cards corresponding to 
specified groups of telephone numbers 
can be filed in a separate container. 
When a number is to be called, the 
appropriate card is inserted into the 
dialer, the phone receiver lifted and 
the dial bar pushed. The automatic 
equipment “reads” the card and dials 
the number. 

The Bell System sees a potentially 
large market for the card dialer due 
to its low rate and its ability to pro- 
vide automated phoning with a mini- 
mum of time expended, Mr. Landry 
said. It has wide adaptability for any 
type of business application where 
frequent calls are made to specified 
groups. Like Rapidial, the card dialer 
eliminates the need for maintaining 
a personal telephone directory or spe- 
cial lists and is capable of handling 
phone numbers with up to 14 digits. 

Convinced that there is a large po- 
tential for this new type of telephone 
equipment, the Bell System is cur- 
rently experimenting with several 
other types of automatic dialers in- 
cluding Dialaphone to serve special- 
ized applications, Mr. Landry re- 
ported, 


AEC Announces Quarterly 
Survey of Reactor Costs 


THE Atomic Energy Commission 
has released the results of its eighth 
successive quarterly survey of costs 
for civilian nuclear reactor projects 
under active design or construction 
for installation in the United States. 
Costs of $60.6 million were incurred 
during the three months ended March 
31, 1961. 

This figure includes costs for re- 
search and development, plant and 
equipment, fuel fabrication, land, 
training, and waiver of use charges. 
Of the $60.6 million total, $52.1 mil- 
lion represented costs for electric 
power prototypes and experiments. 
The remaining $8.5 million was for 
research and test reactors and the 
N. S. Savannah nuclear reactor pro- 
pulsion plant. 

Of the $52.1 million for civilian 
power projects, $25.6 million repre- 
sented costs to publicly and private 
owned utilities and $26.5 million 
represented costs to the Commission. 


Total estimated costs for 45 4 


reactor projects now ;¢ 
design or constructior 
million. Of this amoun 
lion had been incurred 
31, 1961. One new pr 
cluded for the first 1 
project was essentially 
December 31, 1960. 

Of the 45 civilian re 
25 electric power prot 
periments have a total 
of $865.5 million of 
million had been incu 

Twelve projects of 1 


‘tively 


electric power prototyp: s < 


ments are co-operati 
They will produce 59- 
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four in 1962, two in 
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Eastern Transmission Plans 


$85 Million Expansion 


tn Transmission Corporation will be- 
n immediately on new facilities author- 
deral Power Commission, according to 
nouncer nt by the company. Facilities to be con- 
ed, whi. have received temporary authorization, 
ial phase of a program designed to in- 
lelivery capacity of Texas Eastern’s 
tem by 225 million cubic feet. 
ise, to be completed during 1961, will 
daily delivery capacity by approximately 
bic feet. The second phase, to be com- 
will bring the expanded volume to the 
n cubic feet proposed. 
‘on will require construction of a new 
north Louisiana into Mississippi, con- 
ie new compressor station, addition of 
irsepower at several other stations, con- 
ion of merous loop and lateral pipelines between 
usko, Mississippi, and Lambertville, New Jersey, 
ecessary metering and regulating facilities, the 
meement said, 
» first stage of the program will include a 165- 
ong 20-inch diameter pipeline from West Mon- 
ouisiana, to Kosciusko, Mississippi, and approxi- 
» 128 miles of 30-inch diameter pipeline loops 
n Kosciusko and Lambertville, New Jersey. This 
: 293 miles of pipeline out of the total of approxi- 
; 475 miles needed to complete the two-year 
Am. 
addition, the first phase will call for addition of 
ximately 51,000 total compressor horsepower to 
talled at various stations already in operation and 
P construction of one new compressor station at 
Monroe, Louisiana. Horsepower will be added 
Company’s Danville, Kentucky; Gladeville, Ten- 
F; and Lerne, Ohio compressor stations. 
S anticipated that the first phase of the construc- 
‘ approximately $48 million with the cost 
project expected to reach about $85 


ios First 95-Kv BIL Heavy-duty Bus 

-ommonwealth Edison Company 
utility industry’s first 95-Kv BIL heavy- 
» shipped to Commonwealth Edison Com- 
it Waukegan, Illinois, early in June, ac- 
in announcement by General Electric 


ory «:-embled into the longest three-phase pack- 
Ipped oy industry, the bus section includes con- 
Is Con’ .ctors and stretches thirty-two feet to con- 
ener! * terminals and power transformer bush- 


cneral Electric Company’s High Voltage 
epartment, the three-phase bus is rated 
s, 18 Kv, 95 Kv BIL. 
1-E. all-welded bus was manufactured in 
ce with a unique design concept which reduces 
ating in external steel to practically zero. 
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DECISION 
MAKING 


Making the right executive decision 
calls for diversified scientific “know- 
how.” Helping furnish this “know- 
how” is the management and engineer- 


ing consultant’s job. 


Every company today faces complex 
problems in such fields as accounting, 
engineering, industrial and public rela- 
tions, insurance, financing, marketing, 


rates and many other areas. 


Commonwealth specialists are avail- 
able to work with your executives in 
these areas, at a fraction of the cost 
you would pay for full-time people on 


your own staff. 


Commonwealth 


SERVICES INC. ASSOCIATES INC. 


Management Consultants Professional Engineers 


( -dma New York,N. Y. Jackson, Michigan 


> 
Ss |Houston, Texas Washington, D. C. i) 





AN INFORMATIONAL PROGRAM FOR UTILITY EMPLEO); 


The P.U.R. Guide 


&> A new and different approach to the educational needs of utility employees — c lled 
THE P.U.R. GUIDE—is now widely in use throughout the industry. Somewhat descript: vely, 
the GUIDE is referred to as “a journey of understanding.” It takes the user throug: the 
economics of public utilities and through many other non-technical phases of utilit’ op. 
eration. It was organized by and is issued under the general supervision of an experi: ced 
staff of specialists. 


& THE P.U.R. GUIDE program is a systematically and consecutively arranged sex es of 
weekly lessons, in pamphlet form, offering a simplified, progressive, step-by-step story 
about the nature of the utility business, its important place in the American econom.,, the 
present conditions under which it is conducted, its day-to-day cbjectives and responsibili- 
ties, the existing problems with which it is confronted and other current subjects avising 
in connection with organization, financing, management, operation and regulation. This pro- 
gram adds guidance to experience in the development of the company “management tam,” 











Features of THE P.U.R. GUIDE 


& 50 issues of 8 pages (one each week) 























Certificate of satisfactory completion 





Glossary of words and terms and complete index 


Leader’s Manual for group discussion 


Occasional reprints from Public Utilities Fortnigh 


a 
> 
&> Ring binder embossed with enrollee’s name 
Be 
> 


Enrollments on company order only 


Comments about THE P.U.R. GUIDE 


Our Company is currently involved in several training programs, and I feel qualified to 
evaluate the information that you are sending out, I think this type of material is, with- 
out a doubt, the very best that could be obtained for key utility employees, 


Director of Personnel, Electric Company 


We feel that even those who have been in the utility in- THE P.U.R. GUIDE program is the best basic publ 
dustry for many years can learn much by just reading the utility information series I have even encountered. 
material. . Vice President, Gas Compe 

District Manager, Electric Company 
‘ ae Two things have particularly impressed me about 

We all feet that this “information program for utility PUR. GUIDE. First is the ouaabine manner in whid 
employees” is a program that is needed in the public your editors treat the various topics; secon the sl 
utility industry. Vice Presid Gas C plicity in writing. 

ice Fresident, Gas Company Employment Supervisor, Gas Compa 


I am sure that the total series of 50 will prove of ines- 
timable value to the utility industry. There is a definite need for such a type progam ino 


Vice President and General Manager, industry. 
Telephone Company Training Assistant, Electric & Gas Compa 


Those in charge of employee education or training may obtain further information from 


PUBLIC UTILITIES REPORTS, INC., Publishers 
332 Pennsylvania Building e Washington 4, D. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, accountants, rate ex- 
perts, consultants, and others equipped to serve utilities in all 
matters relating to rate questions, appraisals, valuations, special 
reports, investigations, financing, design, and construction. 








AMERICAN 
SUPPORTABLE EVIDENCE IN=5-5-9NIT NE 
For whatever purpose, American Appraisal provides COMPANY 
authoritative valuations and experienced interpretation SINCE 1896 


that is generally acceptable throughout the world. Home Office: 525 E. MICHIGAN ST. 
MILWAUKEE 1, WISCONSIN 
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Engineers and Builders for /Inaustry 
ENGINEERING - CONSTRUCTION - MANAGEMENT 


Studies + Reports + Design + Procurement 
SAN FRANCISCO - Los Angeles : New York : Houstan 





BLACK & VEATCH 
CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 


80 Pine Street 919 hteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 


Rate Cases Management and Market Studies Rate of Return Analysi 
Cost of Service Determination Economic and Financial Reports 








BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design @ Research and Development @ Construction @ 
Electric, Steam and Hydro Plants @ Aeronautical and Missile 
Facilities @ Surveys @ Nuclear, Chemical and Industrial Plants @ 
Transmission @ Distribution @ Reports 


160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D, C. 2 Hempstead, L. |. Cy Santa Monica, Calif. 








SERVICES INC, Management and Business Consultants 
300 Park Ave., New York 22, N. Y.. MUrray Hill 8-1800 


Commonwealth 1 Main St., Houston 2, Texas, CApital 2-9171 


1612 K St, N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 
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(continued) 


DAMES & MOORE 


Consultants in Applied Earth Sciences 


Subsurface investigations for foundations, groundwater, and subsurface structures. Air photo 
geological, and geophysical investigations for pipeline and transmission line routes. Geological- 
geophysical-soil mechanics investigations for recovery and use of marginal land, and for dam 
design and construction. 


ATLANTA 





HICAGO HONOLULU HOUSTON LOS ANGELES 


c 
NEW YORK PORTLAND SALT LAKE CITY SAN FRANCISCO SEATTLE 








DAY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 











- Design 

- Eng neering 

- Construction 
DRAKE & TOWNSEND 


Incorporated 


11 WEST 42ND STREET, NEW YORK 36, N. Y. 


LP-gas 
peak shaving 


EMPIRE GAS and stand-by 
ENGINEERING CO. _ ante 


P.O. Box 1738. + industry 
i, + design 
Atlanta 1. Georgia . centrueial 


$5 For, Bacon & Davis 
; ‘ce’ = RS “ce” 


NEW YORK @ MONROE, LA. @© CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @ Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 





ee 








Francisco & JAcoBus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New Yorr WESTBURY CLEVELAND 
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GIBBS & HILL, inc. 


Consulting Engineers 


DESIGNERS e¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 


| GILBERT ASSOCIATES, INC. 
GA ENGINEERS and CONSULTANTS 














525 LANCASTER AVE. 
READING, PA. 


WASHINGTON ¢ NEW YORK 


FOUNDED 1906 








W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


5S Liberty Street New York 5, N. ¥. 








HARZA ENGINEERING COMPANY 


Consulting Engineers 


REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRRIGATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 








JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theotre Building Ann Arbor, Michigan NOrmandy 8-7778 


See Kuljian Gyocation 
ENGINEERS . CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e¢ REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 


N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS- —DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 
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CHAS. T. MAIN, Inc es 


BOSTON, MASSACHUSETTS LECTRIC PLANT a, 


CHARLOTTE, NO. CAROLINA . Pow R TR “ AND DISTRIBUTI 





PUBLIC UTILITY 
CONSULTING & ACCOUNTING, FINANCING, 
DESIGN ENGINEERS \ fy RATES AND DEPRECIATION 


231 SOUTH LA SALLE ST. CHICAGO 4 














» Special Operating Studies © 
| Planning and Design 
Reports for Financing 
Economic Studies 





SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORE NEW YORK 
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SARGENT & LUNDY 
ENGINEERS 


Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 
140 South Dearborn Street, Chicago 3, Ill. 
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STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies © Property Records 
345 Hudson St. Warkins 4-6400 New York 14, N. Y. 











STONE & WEBSTER ENGINEERING CORPORATION 
DESIGN * CONSTRUCTION + REPORTS 
APPRAISALS * EXAMINATIONS 
CONSULTING ENGINEERING 


NEW YORK, 90 Broad Street BOSTON, 49 Federal Street 
Chicago Houston SanFrancisco LosAngeles Seattle Toronto Calgary 
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UNITED ENGINEERS 


& Constructors Inc. « U.E.&C. (Canada) Ltd. 
New York e Philadelphia « Chicago 


Designers, construction engineers, and engineering consultants 








Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 
DESIGN—SUPERVISION 


now in its 35th year and a companion publication the 


OF PUBLIC UTILITY CONSTRUCTION COSTS, 
REPORTS—VALUATIONS 


1304 ST. PAUL STREET 


HANDY-WHITMAN INDEX OF WATER UTILITY 


CONSTRUCTION COSTS 
BALTIMORt 2, MARYLAND 








BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Traffieway 
Kansas City 41, Missouri 


Jackson & Moreland, Ine. 
Jackson & Moreland International, Inc. 
Engineers and Consultants 
ELECTRICAL—MECHANICAL—STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 
UTILITY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEYS—APPRAISALS—REPORTS 


TECHNICAL PURLICATIONS 
BOSTON — WASHINGTON — NEW YORK 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Ussility Valuations, Reports and 
Original Cost Studies 


910 Electrie Building Indianapolis, Ind. 


MINER AND MINER 


CONSULTING ENGINEERS 
INCORPORATED 
GREELEY, COLORADO 


Littleton, Colorado 
Tucson, Arizona Phoenix, Arizona 











COFFIN & RICHARDSON, INC. 
CONSULTING ENGINEERS 
Appraisals and Valuations For Regulatory, 
Tax, and Other Purposes 
Rate Case Preparation—Cost of Service Studies 
Original Cost and Depreciation Studies 
te Design 


68 Devonshire St., Boston 9, Massachusetts 





A. S. SCHULMAN ELECTRIC Co. 


Electrical Contracting Engineers 
founded 1890 
PoweER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE, CHICAGO, 1& 
Los Anxeles Tampa 











ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS anb SERVICE CO. 


327 So. LaSalle St., Chicago 4, tl. 





SVERDRUP & PARCEL 


Engineers & Consultants 


Design, Construction Supervision 

Steam and Hydro Power Plants 

Power Systems—Industrial Plants 
Studies—Reports 


St Louis ° San Francisco ° Washington 














GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


investigations—Reverts—Apspraisals 
Original Cost and Depreciation Studies 
Rate Apalyses—insurance Surveys 


HARRISBURG. PENNSYLVANIA 











A, W. WILLIAMS INSPECTION €0., INC. 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St. ieee Ala. 
New York St. Louis Portland 


Inspectors stationed throughout the U.S.A. 
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That’s why Ramblers have multiplied so fast 
in flee‘s throughout the country! Rambler 
works for less for Utilities, Rental and 
x Companies, Governmental Agen- 
obbers and Distributors and many 
When fleet operating costs are 
mevalus ed by company executives and fleet 
trators, the vote goes to Rambler! 
sive proof of Ramblers’ low first cost, 
reciation, and low operating and 
ance costs! Evaluate a 1961 Rambler 
‘our own operating conditions. 
trators available—no obligation. 


A Plus Service 

The American Motors Fleet Department 
will co-ordinate purchases of Ramblers 
among Dealers throughout the country. 
This service includes both outright pur- 
chases and those involving trades. 


Leasing Arrangements Available 

If your firm leases fleet units, ask your 
leasing company for low Rambler rates 
or write us for the names of leasing com- 
panies in your area with whom we have 
working arrangements. 


America’s Only Fleet-Proved Compact Car 


See Your Rambler Dealer Or Phone Or Write 
FLEET SALES DEPARTMENT—Dept. J-720 


AMERICAN MOTORS CORPORATION 


14250 Plymouth Road, Detroit S32, Michigan 
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Oklahoma Gas and Elec ‘ic Cp 
is pioneering the first arge 
gas turbine-generator cc nbine 
installation. 





This utility has alread logy 
years of successful operé ion wi 
General Electric gas turbi. es ini 
Isle Generating Station. 


Destined for OG&E?’s I: srsesho 
Station, the new 237,000-1 ilowat 
gas cycle addition will be laced; : 
ice in 1963. Its maximu:n desi 
ciency will be 4% better ‘han aq 
rable conventional steam : yele. } 
the dual role of the gas turbine, 

First, the gas turbine supplies 
for its own generator. With 160 











let temperature it develops 26,4 j 
watts. % 

And second, its exhaust gases} ; 
high-temperature combustion 1 : 
the boiler supplying its steam | 7 
partner. % 

The gas turbine can be used in i 
nation with a steam turbine reg : 


of steam conditions. Through 
temperature topping” it boo 
performance of the entire plant 
creasing the maximum tempera 
which power is generated. 

Gas burning combined-cycle 
plants employ conventional 9 
bines, steam turbines, and boiler 
able today .. . to help reduce t 
of power generation. 
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General Electric 
Turbine-Generators 
Help Keep 


Power Costs Low 
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Steam turbine-generators Steam turbine-generators Gas turbines for peaking, 
for large blocks of power 100,000 kw and lower base load, combined cycles 
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